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The
CERTIFIE D PUBLIC
To those who 
plan to take 
the next C.P.A. examination
I N addition to its regular 
Course, the International 
Accountants Society, Inc., 
offers a special Coaching 
Course for Accountants who 
are planning to take the 
C. P. A. Examination.
This Course will be supplied 
only to those who are already 
competent accountants, as no 
attempt is made to teach gen­
eral accounting in this course. 
The instruction is pointed 
directly at the C.P.A. Exami­
nation.
Something more than a 
knowledge of accounting is 
necessary to insure success in 
the examination room.
Solving examination prob­
lems is vastly different from 
the usual work of making
Pa rticularly  noteworthy 
features o f t h e  training are:
100 problems in Practical Accounting 
with solutions and comments
100 questions and answers in Account­
ing Law
100 questions and answers in Auditing
100 questions and answers in Theory 
of Accounts 
Elaborate explanations and comments 
that include, in addition to the finished 
statements or solutions, such items as 
suggestions for “Notes to the Examiner,"  
working sheets, side calculations, use of 
proper terminology, and discussions of 
authoritative opinions.
Problems and questions (1) actually 
used in a C. P. A. or an A. I. A. examina­
tion, or ( 2)  specially prepared to train 
the candidate in handling certain points 
likely to be encountered in the examination.
Personal correction, criticism, and grad­
Ing of every examination paper by a 
Certified Public Accountant who has him­
self passed the C. P. A. examination. 
There are sixteen such Certified Public 
Accountants on the Active Faculty of the 
International Accountants Society, Inc.
audits, installing systems, or 
conducting investigations. 
Many men with little or no 
practical experience can solve 
C. P. A. problems readily— 
many others with years of 
experience flounder pitifully in 
the examination room. WHY? 
The candidate is required to 
work at top speed. He must 
work with limited information. 
He has to construct definitions; 
Very often it is necessary for 
him to use unusual working 
sheets.
The C.P.A. Coaching Course 
given by the International 
Accountants Society, Inc., 
prepares you to meet such 
conditions. The fee is $42, and 
the text consists of twenty 
lessons.
A BOOKLET, “ How to Prepare for the C.P.A. Examination, ’’ is available for those who are interested. For a free copy, just write your name and address below and mail.
I n t e r n a t i o n a l  A c c o u n t a n t s  S o c i e t y ,  in c .
A Division o f the ALEXANDER HAMILTON INSTITUTE
To the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.
Send me the special booklet, “How to Prepare for the C. P. A. Examination,” 
which describes your special Coaching Course for Accountants.
Name.  Company..
Address.  
W HEN ANSW ERING A D V ER TISEM EN TS M ENTION TH E C E R T IF IE D  P U B L IC  ACCOUNTANT
The Certified Public Accountant
DEVOTED TO THE INTERESTS OF THE C. P. A., HIS CLIENT, AND THE PUBLIC WELFARE
V o l . X III JANUARY, 1933 No. 1
Editor: D u ra n d  W. S p r in g er . All communications should be addressed to the editor. 
Published monthly by The Accountants Publishing Company, National Press Building, Wash­
ington. D . C. Publication office: 1406 East Franklin Street, Richmond, Virginia. Subscription 
price: A year of 12 issues, $2.00; twenty cents a copy. Entered as second-class matter, January, 
1932, at the post office at Richmond, Virginia, under the act of March, 1879.
It is well for  a man to respect his own vocation, whatever it is, and to think 
himself bound to uphold it, and to claim for it the respect it deserves.
— C h a r le s  D ic k e n s .
The President’s Page
W e Go F orward.
By R a lp h  W . E. C o le ,  C.P.A.
TIME rolls on relentlessly. The processes of life may not be reversed. There are no reverse gears in the machine! January marks a closing book and opens, 
clean before us, a new page in the story of our lives. W hat are you planning? 
Anything or something ? Of course, your plans include you— and yours— what 
about somebody else? Has the suffering, the idleness, and the despair of some 
of your fellows awakened you to a desire to help them too ?
On all sides we hear of five-day, four-day weeks, of the "spread” of em­
ployment; giving a little work to a large number of workers. A most difficult 
thing to accomplish with accountants. Yet, they too must have help, encourage­
ment, and relief. The answer lies with us. Your problem is at your hand; 
mine knocks at my door!
Many people think that the best opportunities for usefulness are always 
somewhere else! If we live in the country, our opportunity lies in the city. 
If we live in a city, some larger or better located one seems to offer more 
attractive openings. And to some, perhaps more ambitious, another continent 
presents still greater appeal.
The cause of the dissatisfaction, I suspect, lies mostly in the fact that we 
have not yet found the way to be happy and competent wherever we may find 
ourselves. Only a few will find that a change of pasture will bring any greener 
grass.
All of us who are not seriously using our best endeavor to serve present 
needs ought to experience a necessary adjustment. Service alone will bring 
satisfaction. Is service any more honorable or valuable in one place than an­
other? 1 suggest that we may attain complete success, so far is we individual 
members of the accounting profession are concerned, in personal activity in 
our own circles, establishing right standards in both industrial and social 
orders.
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My concept of a sphere of action for us is one enlarged by the social needs. 
Our ideals should include altruistic as well as business vision.
No greater tribute could be paid than that given recently when one of our 
better-posted certified public accountants stated that he considered the high 
development and standards of the accounting profession, in one of our larger 
states, were due to the tireless effort and splendid character of a certain active 
and useful fellow member.
Think wh at a forward step the profession would make if everyone of us 
would add one more to our list of good resolves, e.g.:
I will not worry —  will think more of service, less of money 
— will encourage friendships, forget jealousies, and will 
miss no opportunity to do something, though slight, which 
will advance accountancy in usefulness and prestige.
The nights pass; other days come, and whether we like it or not, we are 
beginning again; turning over a new leaf.
W on’t you think it over and join in our resolution?
Symbols for Interpretation
By A le x a n d e r  S. B a n k s , C.P.A.
At a recent convention of newspaper advertising executives, my good friend, 
Edward L. Bernays, the famous public relations counsellor, stated: "The head 
of a great national business enterprise, upon whom rests the ultimate responsi­
bility for the success or failure of that enterprise, cannot make his decision on 
the basis of a great multitude of tangibles he is in contact with. The actual 
realities are too distant and far too numerous. They reach the leader only in 
terms of symbols— abstracts of reports, recapitulations, digest, graphic presen­
tations. The head of a bank does not actually count currency or weigh gold; 
he deals with money solely in terms of symbols. The grain broker may never 
have seen a field of growing wheat.”
He was talking to executives, and it was not necessary to mention that under 
modern conditions the one who prepares the symbols must in turn depend on 
other symbols. Much of the criticism of business men of the work of the audi­
tor has arisen because the critic expects the auditor to examine the physical 
asset, whereas the auditor feels it is nearly always sufficient to examine merely 
the symbol of the asset. In big business the collection and assembly of facts, 
and even much of their verification, must largely be left by the auditor to the 
officers and employees of the business itself. The professional accountant now 
has assumed a larger function, the interpreting of financial facts.
Accountants have been so conservative that only a small minority has looked 
forward even further to the development of their duties to the administration 
of business. The future of public accounting does not lie in verification of 
facts, nor in interpretation of facts— but in controlling the business on the basis
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of those facts and their interpretation. The accountant is heading to be the 
administrator.
In dealing with our clients and the public, we must aim to impress on them 
that our abilities lie in this larger field. The public still looks upon us as book­
keepers, the attitude we ourselves take. W e must not only impartially present 
facts, but must have ideas and plans 6f what can be done on the basis of facts; 
yes, we must even be able to execute those ideas and plans. Only in this way 
will we gain our deserved leadership in affairs— in industry and government—  
for which we are more qualified than the practitioners of any other profession.
A Proposed Reformation in Corporation Reporting
By H o m e r  A. D u n n ,  C.P.A.
In the financial columns of its issue of December 23, 1932, the New York 
Herald-Tribune says that a study is being made by a group of financiers and 
accountants of a new manner of setting forth the earnings and balance sheets 
of corporations, and that it has attracted interest in financial circles; that the 
new manner "calls for less consolidation of items * * * and an independently 
audited explanatory statement to be attached to the report which would give 
the average stockholder a better picture of the current state of his company’s 
finances.” W e leave to the reader his own interpretation of "audited explanatory 
statement to be attached to the report.”
There has been much discussion within professional circles and with 
managements of more informative balance sheets and statements of income 
and profit and loss and of reports on the affairs of corporations. The subject 
may be new to the laity, but it can scarcely be said to be quite new to the 
"financiers.”
Professional men know that, but for the limitations placed on their services, 
more comprehensive and informative statements and reports would be rendered 
by them. W e do not mean reports larger in volume, necessarily: we mean 
reports containing matter of direct and immediate concern to the stockholders. 
Such reports should be published in full in the annual reports of the directors 
to the stockholders, and statements the management may have to make about 
the financial affairs of the corporation should be connected therewith or related 
thereto. In that way, and only in that way, will the stockholders derive the 
full value of the independent accountant’s services. It is only fair to say that 
a few corporations report with approximate adequacy to their stockholders, but 
it is noticeable that in such instances their accounts and statements are inde­
pendently audited and certified.
It was well said by a speaker at the last annual meeting of The American 
Society of Certified Public Accountants that "The legal technicalities in the 
corporate laws of some of our states have a tendency to prevent the accountant 
from stating the results of a transaction consistent with sound accounting 
principles. This condition, I presume, will prevail in keeping with the law of
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the land until those charged with formulating such acts recognize the merit of 
sound accounting principles.” The speaker well might have added, "and until 
representatives of state organizations of certified public accountants are called 
into consultation in the framing of laws governing corporations.”
There is quite too much of hiding out under cover of statutes. A corpora­
tion may have its principal place of business in one State, be incorporated under 
the laws of another State, and commit acts and do things consistent with the 
laws of the State of incorporation which are not permitted under the laws of 
the State of its principal domicile.
If this movement has the effect of stiffening the backbone of the stock 
exchanges so that they will lay down rules adequately regulating reports to 
stockholders of corporations whose stocks are listed for trading on their floors, 
a reformation fairly may be expected. It is doubtful if there is any other prac­
tical way in which, with uniformity, it can be brought about.
Racketeering
Recently a new form of "accounting” contact has been inaugurated. An 
individual breezes into a city and presents a letter from a non-existent organi­
zation with a fictitious office location in a distant city. His story is that he 
represents a trade organization that is interested in having a uniform system 
of accounts developed among its members. The name of the particular account­
ing firm approached having been given to them as reputable practitioners, 
he would be glad to make arrangements under which the installation of these 
systems and the audits in connection therewith, within a given territory, should 
be conducted by this particular practitioner.
Eventually the gentleman finds himself short of funds, his check from the 
home office not having arrived. In one case he approached on the same day 
two different accounting firms which he was working in the same city, asking 
for a loan over the week-end until his check should arrive. Naturally the ac­
countant, having visions of a profitable line of clients growing out of this con­
nection, is willing to take the chance— and so far, at least, as reports have come 
to this office, it has not even been a gambler’s chance, for in no case has the 
gentleman returned or the "loan” been repaid.
Announcements
September 18, 19, 20 and 21 are the dates selected for the 1933 annual 
meeting of The American Society. Milwaukee, Wisconsin will be the place. 
Hotel Pfister will be the headquarters.
By the time this issue has reached all our members, the office will have been 
located in Suite 1108-1120 of the National Press Building, where we shall be 
glad to have any of the members visiting Washington to call on us.
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An Organized Profession
By B. S. M o th e rs h e a d , C.P.A ., Harlingen, Texas, 
Chairman, Committee on Relations with State Organizations
R ECOGNITION of any vocation as a pro­
  fession depends largely on the effective­
ness of the organization of those engaged 
therein. If we, as certified public accountants, 
desire the social and financial benefits to be 
derived from the fullest recognition of our 
profession, we must cooperate in building ef­
fective local, State, and national organizations.
American government is founded on the 
State as a unit: local subdivisions receive their 
authority from the State. The National Gov­
ernment’s control is restricted to those matters 
on which the states, finding cooperation neces­
sary, for the good of all citizens, have dele­
gated authority, and the states retain the power 
to abridge that authority by amendment of 
the National Constitution.
The most successful of professional organi­
zations follow this basic principle of American 
government in their set-up. Th e State organi­
zation, for many reasons, has been found to 
be the most efficient operating unit. Local 
organizations are often useful in unifying the 
profession, but they are beneficial only as they 
come under the control of and carry out the 
policies laid down by the State organization.
On the other hand, the National organiza­
tion, to be most effective, must limit its ac­
tivities to such affairs as will serve to strengthen 
the State organizations and coordinate their 
efforts in endeavors of national scope. The 
National organization should never, excepting 
by request, intervene in matters relating to the 
affairs of the profession within a State.
This fundamental principle is the basis of 
The American Society of Certified Public Ac­
countants, and should be maintained. The 
primary purpose is to encourage and strengthen 
the State organizations and coordinate their 
efforts. With this particular purpose in mind 
The American Society has made membership 
in a State organization a prerequsite to admis­
sion to its own membership. Believing in the 
theory that the success of the profession from 
a national viewpoint is dependent on the ef­
fectiveness of the several State organizations, 
it has limited its own growth to the growth
of the State organizations.
The American Society does not seek the 
privilege of dictating to the State organiza­
tions and should never be given that power. 
The effectiveness of the efforts of every State 
organization, however, is dependent in no 
small degree on the effectiveness and coordi­
nation of the efforts of every other State organi­
zation. Hence, there is definite need for an 
agency to encourage and coordinate effort on 
the part of all State organizations— a function 
for which The American Society was designed 
and desires to perform.
The American Society can and has acted 
in this function in certain general ways. But, 
in order that it may most effectively serve 
along these lines, it is necessary that there be 
mutual recognition and affiliation between it 
and the several State organizations. There­
fore, a definite plan for affiliation on the part 
of State organizations has been provided.
The initiative in the establishment of the 
relationship of affiliation should, and must 
come from the State organizations. While 
they in no way abridge their rights and powers 
by affiliation, there can be no effective coopera­
tion unless it be voluntarily entered into by 
the State organizations. The only requirements 
placed on a State organization as a prerequisite 
to affiliation are those necessary to assure con­
tinuity of the desire for cooperation and con­
tinuity of the relationship.
The provision made for affiliation contains 
three factors. Two-thirds of the members of 
the State organization must be members of 
The American Society. Unless the members of 
the State organization are interested in the 
development and representation of the pro­
fession nationally to that extent, there would 
be little on which to found belief in a desire 
for continued cooperation. Two-thirds of the 
directors of the State organization must be 
members of The American Society for the 
same reason. The active officers of the State 
organization, namely, the President and the 
Secretary, must also be members of The 
American Society, so that means may be pro­
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vided for that contact between the two or­
ganizations that ever should prevail. Certain 
functions in relation to the election of State 
Representatives are made available to those 
officers of affiliated State organizations which 
should redound to their advantage. The State 
organization, however, must show readiness 
and desire for affiliation before The Ameri­
can Society can act in the matter, and that is 
as it should be.
Every certified public accountant owes to 
himself the duty of strengthening his profes­
sion. This can be done in three ways: first, by 
so conducting his practice as to be a credit to
his profession; second, by taking an active 
interest in his State organization; third, by 
support of a National organization which 
performs the function and service of strength­
ening and coordinating all of the efforts of 
the State organizations.
The American Society of Certified Public 
Accountants invites inquiries from any certi­
fied public accountant with regard to individ­
ual memberships, affiliation of State organi­
zations or any other matter having for its pur­
pose an increase in the effectiveness of our 
organized profession.
Complaints and Hearings*
By L y le  W . H in es, C.P.A., St. Paul, Minnesota, 
Secretary, Minnesota State Board of Accountancy
M OST C.P.A. laws provide for the revoca­
tion of certificates for bad moral char­
acter, dishonesty, conviction of crime, incom­
petency, or unprofessional conduct. Certificate 
holders are protected against wrongful revoca­
tion by a provision of the law requiring a 
hearing preceded by a written notice of the 
charge, and advice as to the date when the 
hearing is to be held. As a matter of proced­
ure there seems to be no uniformity of prac­
tice, nor well defined, nor established prin­
ciples as to who shall file complaints, and as 
to what nature of infractions form the basis 
for formal complaints. The question has fre­
quently arisen as to whether the State Board 
is justified in considering minor instances in­
dicative of unprofessional conduct or other 
lesser infractions of the law without proceed­
ing through a formal hearing.
State Boards have been required in the past 
to act much as policemen in regulating the 
profession, and have been placed in the posi­
tion of being both prosecutor and judge. This 
has been brought about through the apathy 
of the individual accountants or through a 
lack of cooperation of accountants or State 
societies and the boards. While many boards 
have been accomplishing some excellent re­
sults ' because of the exceptional character of 
their members, this theory can hardly be ad­
vanced as a sound one upon which to base
*Paper prepared for “State Board Problems,” 
session of the Indianapolis meeting.
further procedure. Since by the nature of its 
duties the board must act as the court in the 
case of hearings and complaints, it would 
seem that logic would require complaints to 
be filed by some other agency.
The State societies could very well under­
take this function through the appointment of 
standing committees whose business it would 
be to seek out all infractions of the law and 
rules of the board; to prepare the complaint 
and the evidence, and to file these with the 
board and to act as the prosecutor. The ad­
vantages of such an arrangement would be:
1. Logical separation of duties as prose­
cutor and judge.
It must be self-evident that in conformity 
with well established principles of govern­
ment and regulation, the same authority can­
not function perfectly when acting in a dual 
role.
2. Facilitating clear judicial perspective on 
the part of the board.
This advantage is closely related to the first 
favorable point. If the board is permitted to 
sit solely as a judicial tribunal, it will be much 
easier to bring to bear upon the question a 
clearly judicial attitude. On the other hand, 
if the board is required to seek out the of­
fender and prepare the evidence, it is difficult 
to refrain from preformed opinions.
3. Increasing confidence in the board 
through the elimination of unjust criticism 
arising from "police” work.
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Complaints originating with the board form 
grounds, and in most cases unjustifiable, for 
questioning the board’s motives. This is 
especially true in the less populated states 
where the professional practice of a board 
member may be involved in the controversy. 
The society committee would, of course, en­
counter a similar difficulty, but the addition 
of another agency should assist in eliminating, 
to a large extent, this undesirable situation.
4. Increasing consciousness of members of 
State societies, thereby bringing more existing 
examples to light, and because of this con­
sciousness reduce the number of infractions.
If these duties were undertaken by the State 
societies, the members would become aware of 
the work carried on by the special committees 
and would assist in bringing infractions to 
the notice of the committees. Being conscious 
of this phase of society activity, some of those 
who might otherwise be tempted to stray from 
the fold would probably be more watchful.
The disadvantage of this plan would be that 
an apathetic State society committee would 
fail to cooperate with the board and would 
file no complaints. In this situation the board 
would be compelled to carry on its work then 
rendered that much more difficult because of 
the failure to perform by an agency created 
for that specific purpose.
The procedure wherein complaints are pre­
pared and prosecuted by a committee of the 
society should eliminate much of the con­
fusion now existing where this policy is not 
in use. The news of complaints handled by 
the board usually is passed around among the 
members of the society, sometimes by the 
parties against whom the complaint is filed, 
and such reports are frequently distorted as to 
facts. Society members, being human, are 
sometimes willing to try the case on the street 
corner, even though only partly informed or 
misinformed, as the case may be. These un­
official decisions are usually reached before the 
decision of the board is promulgated. The 
resulting discussions are not conducive to the 
advancement of the profession.
While it is proposed that a committee of 
the society be appointed for the purpose of 
filing complaints with the board, the right 
must necessarily be left open for individuals, 
whether a certificate holder or simply a citizen 
of the State, to file a complaint with the board.
Complaints will arise from aggrieved clients. 
These may come directly to the board. The 
society committee should be aggressive in 
seeking causes of complainants and should be 
interested in assisting in ascertaining the facts, 
preparing the evidence and should act as 
prosecutor upon any occasion where they are 
so requested by the board.
What are the reasons motivating the in­
crease in the number of complaints received?
Improvements in standards render actions 
subject to criticism that formerly were accepted 
as a matter of course.
Economic stress tries the mettle of those of 
less sturdy principles.
A widespread increase in the knowledge 
of the public has served to emphasize the 
responsibilities of the C.P.A.
Is the board justified in holding informal 
hearings or discussions upon possible com­
plaints ?
The minutes record of a State board of ac­
countancy is a public record and one that is 
frequently examined covering many years in 
the past. A written record of a complaint, no 
matter how clearly it may portray the actual 
happenings, may give a very unfair impres­
sion to a reader after some years have passed. 
There is, too, the possibility of the record of a 
complaint being filed and the failure in the 
following record to indicate conclusively the 
innocence of the party against whom the com­
plaint was filed. There are many infractions 
of professional conduct so close to the line 
as to be subject to the interpretation that they 
are the result of carelessness or lack of in­
formation, and in many cases the entire matter 
can be settled through an informal conference 
with the parties involved, and without any 
necessity of the matter going into the record. 
Such cases are slightly over the line one way 
or the other, and in advance of the hearing, 
it is difficult for the board to determine 
whether the infraction is a real one, and one 
requiring the meting out of punishment. Out 
of consideration to the certificate holder, the 
board is justified in holding an informal hear­
ing where it is possible to arrive at a satis­
factory settlement of the whole matter without 
a formal hearing or without making any rec­
ord. The parties complained against are, after 
all, fellow practitioners of the members of 
the board, and no member of a board should
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be desirous of placing any onus on his fellow 
C.P.A ., unless it is a clear case of guilt.
The largest class of complaints comprise 
those instances of unprofessional conduct evi­
denced by advertising and solicitation or 
through the derogatory criticism and reports 
emanating from certified public accountants 
detrimental to their fellow practitioners. Oc­
casionally incompetency or failure to exercise 
due care are made the basis for charges.
We shall probably have "high pressure 
salesmanship” with us until membership in 
the State society, and adherence to its code of 
ethics are prerequisites to holding a certifi­
cate.
There is entirely too much ill spoken of 
C.P.A’s by their own fellow practitioners. I 
have no regard for the man who cannot re­
frain from saying anything if he has nothing 
good to say. The public has become aware of 
this tendency as evidenced on more than one 
occasion.
The readiness of a few to review the report 
of another C.P.A. and criticise freely is to be 
deplored. Common courtesy should eliminate 
this type of complaint.
Incompetency, negligence, conviction of 
crime, dishonesty, and bad moral character 
when charged and proved must form the basis 
for revocation of a certificate. Only through 
a strict adherence to these elementary pre­
requisites of a professional standard can we
hope to arouse and maintain the respect and 
confidence of the public.
D iscussion
Mr. Herman C. J. Peisch (Minnesota): 
The question of complaints and hearings is 
very important in the administration of the 
affairs of any State board. Our good friend 
from Virginia says you must have a fair law, 
and it must be fairly administered. Under 
most of the laws, the board has the right to 
be the detective, the sheriff, the prosecuting 
attorney, the judge, and the jury. That is 
possibly a little exaggerated, but that is what 
it amounts to. It is hard under such a condi­
tion to act independently and render a fair 
decision as to the matters which come before 
them.
I think it is worth consideration as to the 
part which the State societies should play in 
matters of this kind. Should we have a work­
ing arrangement similar to that in the bar, 
where matters are investigated by a local bar 
association and the individuals are then pre­
sented to the courts for disbarment? Should 
the societies interest themselves to the extent 
of merely advising the boards as to causes 
which they think should be investigated?
I think there is a good argument either way. 
I do believe that the State societies should 
adhere to the view that it is in the interest of 
the profession, that the State board is attempt­
ing to administer the law.
Chapter Organization*
By H a r r y  W. C u t h b e r ts o n ,  C.P.A., Dayton, Ohio, 
Secretary, Ohio Society of Certified Public Accountants
I N the presentation of my remarks regarding 
chapter organization; I shall refer to the 
Ohio Society because of my familiarity with 
its experience.
The Ohio Society was fortunate in the early 
adoption of the chapter form of organization. 
The success attained by our society is due in a 
large measure to the whole-hearted coopera­
tion of its five active chapters.
Ohio, being an industrial State, has attracted 
a comparatively large number of certified pub-
*Paper prepared for “State Society Problems,” 
session of the Indianapolis meeting.
lic accountants centered in and about the five 
leading cities, Cleveland, Cincinnati, Toledo, 
Columbus, and Dayton.
For this reason, it is well adapted to the 
chapter plan of society operation. This con­
dition does not exist in all of the forty-six 
states having societies, and possibly accounts 
for there being only twelve State societies 
which have chapter organizations.
I am saying this from the information I had 
at hand at the time of preparing this paper, 
and if I make some misstatements here with 
regard to other states I hope that I shall be 
corrected.
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It may be interesting for you to know that 
of these twelve, only two have five chapters, 
Florida and Ohio.
Tennessee and Pennsylvania have four, Cali­
fornia and Georgia have three, Louisiana, 
Michigan, Missouri, New York, Oklahoma, 
and Washington have two each. Without 
knowing all the circumstances, I am of the 
opinion that chapters could be organized ad­
vantageously in Connecticut, Indiana, Massa­
chusetts, New Jersey, Virginia, Wisconsin, 
and several other states.
The chapters of the Ohio Society are under 
the direct control of the society, and provisions 
for their operation are made in the constitu­
tion of the State organization.
According to these provisions, a local chap­
ter may be formed whenever there are five or 
more members of the society resident in one 
locality.
The State of Ohio has been divided into 
five sections, allotting certain territory to each 
of the five principal cities, and all members 
residing within the district boundaries of a 
local chapter automatically become members 
of that chapter.
The by-laws of the chapter are uniform as 
far as practicable, and do not conflict with 
those of the State society.
No other except fellow members of the 
society are eligible to vote or hold office in the 
local chapters.
Only one of the chapters in Ohio admits to 
associate membership others than members of 
the society.
I am informed that this plan works out very 
nicely in practice, even though the associates 
have no voice in the affairs of the chapter.
The chapters have the privilege of levying 
assessments upon their members, but they are 
not permitted to fix the dues of the fellow 
members of the society. The State organiza­
tion pays the local chapters 20% of the initia­
tion fees and annual dues paid by resident 
fellows.
This leaves a balance sufficient to operate 
the State society and gives each chapter a small 
working fund.
The success of chapter organizations in 
Ohio cannot be denied. The chapters have 
done much toward the elevation of the pro­
fession. The members have gained much by 
coming in contact with each other oftener
than it is possible for the State society to meet.
The chapters have worked with the several 
business groups in their communities and thus 
have cultivated the respect of these business 
leaders.
They have created interest in the profession 
among the members and thereby stimulated 
activities which it would be almost impossible 
for the society to do.
In this connection Mr. Carter mentioned, in 
his excellent talk this morning, that we should 
become more professionally minded in that 
we should not criticize our fellow members. 
It may sometimes be difficult not to do that, 
but if there is any criticism to be made of ac­
countants it seems to me that it should be kept 
within the family, and not spread out among 
our clients, because if we criticize one account­
ant that is a reflection on all of us.
There is certain work which can be carried 
on better by chapters than by the State organi­
zation, such as close contact with business 
leaders in the various communities, policing 
the ethical conduct of the accountants in these 
communities, cultivation of friendly spirit 
among the accountants, which is conducive to 
better understanding of our mutual problems.
On the other hand, the State societies can 
carry on certain work better than the chapters, 
such as guiding the profession as a whole, 
conducting State-wide educational programs, 
guarding against encroachment upon C.P.A. 
standards by outside forces, and the like.
I believe the chapter should determine its 
own policies, but should keep the State or­
ganization advised of major projects which it 
expects to undertake. This would enable the 
society to advise other chapters of these proj­
ects so that they too could benefit from the 
results if they chose to adopt the same plans.
The society should make suggestions to the 
chapters from time to time, but I think should 
not promulgate policies, and insist upon these 
being carried on by the chapters whether suit­
able or not.
The society depends upon the chapters to a 
large extent for assistance in State-wide pro­
grams, and without this help it would be hard 
to carry on.
In summing up, it appears that considerable 
work in chapter organizations could be done 
in some of the states to the advantage of all 
C.P.A’s therein.
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Much good has come to each member of 
the Ohio Society from the efforts of chapters.
A better feeling exists among the competing 
accountants because of the good fellowship 
developed through the chapter spirit.
It is gratifying that there is little or no cut­
throat competition among Ohio Society mem­
bers.
The success of the Ohio Society may not be 
greater than other societies, but measured by
the yardstick of friendly spirit, it will prove 
true to size in cordial and hearty cooperation 
of the chapter members.
We, as certified public accountants, have 
much work to do.
We must not hesitate to use every possible 
vehicle for the accomplishment of this task, 
and I believe that the secret of successful State 
organization is the chapter plan of operation.
Training and Supervising Staff 
Accountants*
By J. A r t h u r  M a rv in , C.P.A., New York City
I T  is the ambition of every firm of public ac­
countants to develop a competent account­
ing staff composed of men of high moral 
character. That is an unqualified and possibly 
obvious statement, but I make it because I be­
lieve it. Probably one would find upon in­
vestigation that each firm has its own method 
of selecting and training its staff, but there 
are certain fundamentals which all must follow.
It is not my intention to go into detail 
about the type of man to be selected for an 
accounting staff, except to state the apparent 
facts that his intelligence, education, ambition, 
and his moral standing in his community are 
important factors to be considered.
A word about his ambition may not be out 
of line with the subject of training a young 
accountant. I believe there should be included 
in his goal the desire to obtain his certificate 
of Certified Public Accountant. If he has not 
this ambition I do not think he should be 
considered for a position on the staff. Please 
do not understand from this that I think a 
man cannot be a capable accountant without 
having obtained his C.P.A. certificate. What 
I believe is, that inasmuch as we in the pro­
fession have set certain standards, it is our 
duty to see that men coming into the profes­
sion today are able to meet them and are the 
kind of men who will help us live up to them.
If your investigation of his character has 
satisfied you that he is the type of man who 
will reflect credit upon the profession of ac­
* Paper prepared for “Everyday Troubles,” ses­
sion of the Indianapolis meeting.
countancy and you have engaged him for your 
staff, what is your next step to be ? Is he now 
to be left to flounder for himself in the 
strangeness of the new job, or does the firm 
recognize its opportunity to develop this 
young man into a capable accountant who 
will become an asset to its organization? I 
believe it would be very helpful if every firm 
had on hand a history of the firm and an 
index of the character of its clientele, as well 
as a biographical sketch of each of its mem­
bers. With such authentic information the 
new staff member could acquaint himself with 
the development of the firm and the character 
of the men with whom he has become associ­
ated.
The next step is to follow a systematic 
method of introducing the staff member to 
his duties and instructing him as to his con­
duct while on engagements. Some firms have 
prepared a manual of instructions covering 
this phase of his training, and the new em­
ployee is expected to read and digest its con­
tents before being assigned to an engagement. 
Other firms have adopted the more personal 
method of turning the new staff member over 
to a staff manager or supervisor, who instructs 
him regarding the firm’s method of procedure. 
The important thing is to be sure he receives 
proper instruction which should include the 
following:
1. Explanation of the purposes of a plan 
of audit or examination, and how it 
should be followed.
2. Explanation of the importance of work­
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ing papers and the care necessary in 
preparing them.
3. Avoidance of discussion of a client’s af­
fairs with outsiders or in public places 
or conveyances.
4. Avoidance of discussion of the details 
of the audit within the hearing of the 
client or his employees.
5. Avoidance of discussion when differ­
ences of opinion arise between the senior 
in charge and his assistants, or between 
two or more assistants, such differences 
to be discussed quietly at lunch, in the 
firm’s office, or in the hotel if on an out- 
of-town engagement.
6. Care should be used in handling the 
records of the client; that none of his 
records are to be taken from his office 
without the expressed permission of the 
client, and then only in emergency cases.
7. That all records taken from the files 
should be returned to the custodian of 
the files.
8. That care should be used in protecting 
the working papers or other confidential 
information contained in brief cases, 
making sure that the brief cases are al­
ways locked when left in the client’s 
office or when being carried anywhere 
in public.
9. To avoid letting the client’s employees 
have access to the working papers, and 
also to avoid informing them of the 
progress or extent of the examination.
10. Emphasis on the importance of per­
forming his work intelligently and care­
fully because of the reputation of the 
firm being entrusted to his care, and the 
possibility that work he may consider un­
important may lead to important devel­
opments.
11. An excellent reference, which should be 
recommended, is the book "Duties of a 
Junior Accountant,” by Reynolds and 
Thornton.
The next step in his development is for a 
partner of the firm to advise the new employee 
regarding the continuation of his study of 
accounting and related subjects while he is 
getting his experience. This can be done by 
reviewing what he has already studied, so that 
you can suggest supplementary reading that 
will parallel his experience. You may find that
he should take up a more advanced course in 
accounting, and you can recommend a good 
school which he can attend, or in the absence 
of such a school in the community, you can 
recommend a good correspondence course. If 
he wishes to attend night school then the 
member of the firm must endeavor to have 
him assigned to local engagements so he can 
attend. Some firms have established classes 
within their own organization. These are 
held at frequent intervals, and all members of 
the staff below the grade of supervisor are 
compelled to attend when in town. I think 
these are good, but such classes should be sup­
plemental to the subjects offered in the ac­
counting schools, and should not be under­
taken with the thought of substituting for 
them. Classes held within the organization 
should include discussions of local, State, and 
federal tax problems, and accounting, and 
legal problems encountered on engagements 
to which the men have been assigned. Often 
in the rush season the partners, staff managers, 
supervising accountants, and the seniors are so 
busy they do not have time to answer all 
questions asked by their assistants. Whenever 
possible, I think such classes should be in 
charge of a partner, or at least a partner should 
be present at each session, so he may closely 
watch the development of the men and assist 
in answering their questions. It will also en­
able the partner to become better acquainted 
with the members of the staff.
After a man has served in the capacity of 
assistant to seniors and others in the organiza­
tion, he reaches the point where he is en­
trusted with an engagement, and particularly 
with the compilation and writing of the re­
port. The period of apprenticeship he must 
serve before reaching this point depends upon 
his intelligence and the earnestness with which 
he has applied himself.
In some literature I have read on the sub­
ject, the ability to write reports has been called 
a gift. I don’t think it is a gift. I think any 
man of reasonable intelligence can learn to 
write a report, but he must train himself to 
think logically and clearly about the work he 
has performed. I do not know of any ap­
proved method of training men in this par­
ticular phase of our work. Some firms have 
developed well organized report departments, 
and have systematized their method of writ-
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ing reports. I believe the best way to train 
men to write reports is to give them the op­
portunity to do so. Their work when com­
pleted should be presented to the principal in 
charge of the engagement or in charge of a 
report reviewing department, who should go 
over it with him. Individual instruction and 
criticism given in this way will help to increase 
his ability to coordinate his thoughts and to 
express them in writing.
I do think it is well for a firm to adopt a 
general method of report presentation which 
can be used as a guide for the accounting staff. 
Such forms should include such mechanical 
points as the order or arrangement, indicating 
where the earnings statement and balance 
sheet should be discussed; the set-up which 
will be followed in typing the report, indi­
cating if it is to be double or single-spaced; 
and the use of intermediate and sub-headings 
preceding the discussion of the various items 
on the balance sheet and earnings statement.
With regard to the discussion of the con­
duct of the business or of individual items 
presented in the report, the accountant in 
charge of the work should be allowed wide 
latitude in using his own method of expres­
sion. It has been said that imagination must 
be allowed an opportunity for expression. I 
think an accountant should use his imagina­
tion in interpreting the results of his work. 
However, in reviewing his work we must re­
member that imagination may be put to use 
in more than one way. Its use in one way 
could destroy a business; in another way, it 
may read into the figures possibilities for the 
future development or guidance of the busi­
ness. The imagination should not only be 
directed and encouraged by careful review of 
the accountant’s work, but should also be 
curbed when it gets out of bounds. It should 
be kept in mind in this connection that it is 
always much easier to destroy than to build a 
business.
By this time you have probably reached the 
conclusion that I would have the partner 
working night and day upon the development 
of the accounting staff. If most of us will 
reflect upon our own development we will 
find we owe most of our success to some good 
man in our profession who took a personal 
interest in us— a man who believed in giving 
of himself so that others might learn and have
an opportunity to grow. The unselfishness of 
such men is what has made our profession 
proficient and respected today. But let us lay 
aside this altruistic thought for a moment and 
remember that we, the principals, are responsi­
ble for any errors made by a staff member. 
When errors are made they not only discredit 
the firm, but also the profession of account­
ancy. Therefore, it is to our best interest to 
give of ourselves toward the training of young 
men entering our employ, to the end that our 
profession may grow and prosper. This can 
only be done by devoting some of our own 
time to the careful training and supervising 
of our staffs. Establish a close contact between 
yourself and all the members of your staff; 
give them to understand that you are ready 
and willing to assist them at any time, from 
the youngest junior on your staff to the oldest 
senior. It is bound to pay big dividends, if 
not in cash, then in happiness because you 
have helped to build them so they are a credit 
to our profession.
I now want to present for your considera­
tion what I believe to be one of the most im­
portant attributes to be developed by a certified 
public accountant—the ability to get along 
with people. This applies not only to the 
accounting profession, but to every line of 
endeavor. I recently had an experience which 
brought this forcibly to my attention. A 
friend of mine in New York received a letter 
from a friend of his in the South asking if 
he could assist in securing the services of a 
competent accountant to take charge of his 
office. Evidently his friend had had two or 
three sad experiences in his efforts to fill the 
position. My friend asked me if I would help 
him, and I told him I thought in these times I 
would have no difficulty in securing a satis­
factory man for that job, as there were no 
doubt any number of men who would be only 
too glad to get it. He told me not to be so 
certain, because the type of man desired not 
only had to have experience in a certain in­
dustry, but had to have certain other qualities, 
and he thought the combination would be 
hard to find. However, he sent me a copy of 
the Southern business man’s letter, and marked 
the paragraph to which he wanted me to de­
vote my attention. Here is what it said:
"There is one thing that I am anxious to 
be careful about, although I realize that it is
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a rare combination, and that is that the man 
be of a courteous and diplomatic nature as 
well as a good accountant. It has been my 
experience that most bookkeepers, no matter 
whether they are C.P.A’s or merely assistants, 
become grouchy and crabbed as the years go 
by. And naturally this is even more true these 
days than it was before the 'big dam’ broke.”
It was difficult to fill that job. It was finally 
offered to a man who had had no experience 
in the particular industry, but who impressed 
this Southerner with his ability to get along 
with people. This man is now on the job, 
and I recently heard he is making a success of 
it, in spite of his lack of experience in the 
industry.
You may spend years in developing a man’s 
accounting ability and technique, but if he 
lacks a pleasing personality and the ability to 
make people like him he will never become 
the good asset to you or the profession that 
he should. I believe training toward this 
accomplishment should be collateral with his 
development as an accountant. This ability to 
get along with people can be developed, and 
so can one’s personality. True, there must be 
something to develop, but in my opinion it 
is always there provided the man desires to 
develop all of his powers. But how is this to 
be accomplished? I believe I can answer this 
question.
I believe that every man in a public ac­
countant’s organization should be required to 
take a course in psychology. Most of the col­
leges and business schools in the country con­
duct such courses which are sometimes referred 
to as applied psychology and which include 
training in salesmanship, advertising, and ef­
fective speaking. One may abhor the words 
"salesmanship” and "advertising” when used 
in connection with the accounting profession 
because they may not sound ethical, but after 
all is said and done we are selling a service 
to the public, and why shouldn’t we learn to 
sell it in an ethical and effective way? A 
course in salesmanship can teach a man when 
to speak and when to keep silent and listen. 
The ability to keep silent and listen is a very 
valuable asset in trying situations, and is a trait 
worth cultivating.
I know of no better way for developing a 
person’s ability to express himself than by 
attending classes in effective speaking. One
learns to talk while on his feet and must learn 
to coordinate his thoughts and speak fluently 
if he expects to be successful. This teaches 
him to express himself clearly, which is of 
inestimable benefit to him when he reaches 
that stage in his development as an account­
ant when he is permitted to compile and write 
reports. Further, it is bound to be useful 
when he reaches that point in his develop­
ment as an accountant that he is promoted to 
the rank of senior in charge of an engage­
ment and has to make direct contact with a 
client and with his associates. It further 
teaches him how to get along with his associ­
ates so as to secure their fullest cooperation in 
expediting an engagement. Assisting in his 
development along these lines is, in my opin­
ion, just as important to the principal as it is 
to the staff accountant.
To summarize briefly, the careful and in­
telligent selection of men for the accounting 
staff, which is the basis for any program of 
training that may be undertaken, is the first 
important point I have brought to your at­
tention. This selection is to be made with 
the definite purpose in mind of training the 
accountant to handle your work, and support 
and advance your reputation. Your program 
for developing your staff into the competent 
one composed of men of high moral character 
must keep your purpose definitely before the 
members of your organization. Some details 
to be covered in your course of training and 
the personal contact you may have with your 
staff members have been outlined for your 
consideration. The particular point, however, 
which I do not believe I can emphasize too 
much, is the importance of developing a man’s 
personality and ability to get along with 
people. One of the best ways to help in de­
veloping such ability is at just such meetings 
as we have had here this week. A splendid 
way of educating a young accountant to the 
aims and ideals of our profession would be to 
bring him to such gathering as this, where he 
will meet members of our profession and 
learn the character of the men of which it is 
composed.
D iscussion
Mr. Thomas A. Williams (Louisiana): 
From my experience I think one of the great­
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est helps in training staff members is the ac­
counting school. I happen to teach in an 
accounting school myself, and therefore, I 
have had the experience from both sides. 
Back in the old days, ten years ago, when I 
first started to practice, our method of secur­
ing staff members was to get a man who 
probably had been a good bookkeeper in some 
organization and employ him on our staff and 
train him. In other words, he would go 
through an apprenticeship period, and he 
would be trained within the organization. We 
found that this was a very expensive process, 
and I have found that it is a better practice 
now to go to the accounting schools and get 
men with a theoretical training. The theory 
of today is nothing but the practice of yester­
day, and if these men can get into their heads 
the theoretical training in some good account­
ing school and come into our organization, 
when we send them out on engagements we 
find that they grasp the practical application 
of these theories much quicker than if they 
were sent out green. The process is very 
much less expensive.
There is one thing that I have found in the 
schools themselves. I believe the schools are 
not paying enough attention to the education 
of the accountant in English. An accountant 
must express himself in good English, and I 
find that most of the schools in our locality,
anyhow, are paying a great deal of attention 
to educating the accountant in accountancy, 
in law, probably in economics, but perhaps 
neglecting English, and most of the men are 
coming to us with a sad lack of ability to 
express themselves in English. I am afraid the 
schools are not trying to meet the situation. 
It seems to me that an accounting course in 
any good school should have as an adjunct to 
it a good course in English, because a man 
cannot express himself well and get his ideas 
over to a business man concisely unless he has 
a good grasp of the English language.
Mr. Homer A. Dunn (New Y ork ): I would 
like to make this comment, that out of an 
experience of a good many years ago, not 
recent experience, I found considerable value 
in going over the report and finding the weak 
spots, or the unclarified spots, and not re­
writing his report for him, for which there 
was a great temptation, but, if time permitted, 
to say, "Now go back into the back room, you 
have omitted certain things, and do it over 
again at least to those parts that are involved.” 
That, according to my observation, constituted 
a very important part of training in report 
work. Too many times the quality of the 
ideas may be very fine, but the report is dis­
jointed and not clear. By making the man, if 
time permits, do his own revision, the next 
time he will do a better job.
Collection Policies*
By H a r r y  M. Ja y , C.P.A., Memphis, Tenn., 
President, Tennessee Society of Certified Public Accountants
T HE subject assigned to me, "Collection 
Policies,” has many angles, presents more 
variations than a kaleidoscope, and probably 
has as many curves and danger spots as a 
winding mountain trail.
My remarks may be more in a suggestive 
nature than advisory as, frankly, I hope to 
learn, from the discussion, better ways to make 
my own collections, for I have found that hard 
and fast methods employed in commercial 
circles, with which most of us are familiar, 
through experience or contact or both, do not 
prove entirely satisfactory in obtaining pay­
*Paper prepared for “Everyday Troubles,” ses­
sion of the Indianapolis meeting
ment of accounting fees.
I consider that, in the absence of specific 
agreements, the fees are due when the report 
of an examination is delivered, and it is, there­
fore, proper to present the bill with the report.
There may be cases when, for some uncon­
trollable reasons, the time spent on an exami­
nation mounts up and the fee is too high. In 
such cases the accountant knows, better than 
anyone, the causes and what is a fair charge, 
and should do all the trimming he is willing 
to before rendering a bill. Reducing the 
amount billed on complaint of a client has a 
far worse effect than dickering with a prospect 
over the fee he will pay. We are endeavoring 
to raise the fees for our professional services
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above the plane of barter and trade by frown­
ing on competitive bidding and contract pric­
ing, and to my mind, asking a certain fee for 
services already rendered, and then making 
concessions is in the same category. I do not 
mean to say that, in these cases we will always 
get what we bill, but we at least have the 
same self satisfaction that comes when we say 
we do not cut rates, and certainly we raise 
ourselves in the estimation of our fellow prac­
titioners, and I am sure, raise our profession 
in the esteem of the public, perhaps, too, with 
the very party with whom we are dealing.
Some consideration may be given here to 
partial payments. In the usual run of cases
I fear that drawing as the work progresses, 
has a bad effect on the client, yet there are 
often conditions under which it is better to 
do so. The accountant, through experience, 
usually becomes a pretty good judge of hu­
man nature and can decide the better course 
to pursue in each particular instance. Large 
assignments often require a heavy outlay in 
expenses and compensation to staff members, 
so that financing these is a problem unless the 
accountant is fortunate enough to possess con­
siderable capital. In such cases I see no objec­
tion to an agreement that a certain percentage 
of the service charges and all accrued expenses 
be paid at stated periods. Sometimes one is 
engaged where it is found that the financial 
condition is unstable, and surely then it would 
be well to follow nature’s first law and draw 
as close up on fees as possible.
As to methods employed in collection of 
fees, I think, if payment is not received on 
the bill rendered when the report is delivered, 
a statement may follow in a reasonable time, 
then friendly calls or courteous letters are in
order. Harshly worded letters, no matter how 
justifiable they may be, seldom bring results. 
More often an open antagonism results. It 
has been very wisely said that a letter should 
not be written when angry. Well, write it, 
and get it off your mind, but hold it until you 
cool off, read it over and you won’t send it.
Having had personal contact with the 
debtor, the best way of approach may be seen, 
and the course followed depends largely on 
the circumstances of each individual case.
For your own records, keep all the dates 
and statements that are made to a debtor, and 
when a serious state has been reached, never 
make a threat until you have decided on your 
course and intend to follow it. Accountants 
sometimes are a little bit shrinking about 
court publicity. We know it brings out un­
pleasant statements, but if your claim is just 
and you know your work is right, there is 
no reason that you should not take the legal 
course to get the money if you failed in a 
friendly way. When all mild manners have 
failed and we find ourselves confronted with 
a loss or a law-suit, a decision must be made.
Actions at law, at best, are unpleasant, and 
court proceedings consume a great deal of 
time, often when we can least afford, and at 
the expense of current engagements.
Small amounts may best be charged off and 
forgotten.
Sometimes, out of consideration for the con­
nection of another client or because of an 
allied interest, it may be better to sacrifice our 
own interest and take the loss.
However, with a just claim, in an amount 
sufficient to warrant instituting suit against a 
debtor who can pay, I can see no reason why 
an accountant should not go into court.
A Problem in Over-Depreciation
By C. O. Q u ick sta d , C P.A ., Watertown, S. D.
I  HAVE just been reading "A Problem In 
  Over-Depreciation,” by John L. Riemer, 
C.P.A., Los Angeles, California, in the De­
cember issue of T h e  C e r tif ie d  P u b l ic  Ac­
c o u n t a n t , with some discomfort as to the 
rules laid down therein, and I cannot enjoy 
the rest of this Sunday afternoon until I have 
given vent to my feelings. So here goes.
First I wish to submit that in case of any
over-depreciation in any one or more years 
there is no good logic in distributing such 
over-depreciation over the next succeeding 
year or years. In fact there is no reason for 
distributing it over any succeeding or prior 
year. When one meets a condition (not a 
theory), as Mr. Riemer states, he is confronted 
with many odds and ends that must be dis­
posed of. In the case of depreciation the logi-
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cal thing to do is to set up in one column the 
depreciation actually written into the books 
and in another column the correct deprecia­
tion. Then, if a discrepancy is found, the 
thing to do is to correct it with a correspond­
ing entry to Surplus. This is not pedantic, at 
least no more so than the original idea and 
effort of solving the problem of over-deprecia­
tion may be pedantic. Is there an accountant 
so rare or an income tax examiner so morbid 
that does not feel the joy of work well done?
"How we point with pride
To balance struck and proven, 
Explanations wide,
Each voucher number given!”
As for the effect of such surplus adjustment 
on the income tax, that will be a matter for 
consideration peculiar to each individual case. 
In any event it will affect only the last two or 
three years because of the statute of limita­
tions. And if there is need of adjustment in 
taxable income sufficient to warrant it then 
amended income tax returns should be pre­
pared. If the income tax rate remains fairly 
uniform in the years in question, and the 
amount is small, then the adjustment may be 
incorporated on the first page of the next re­
turn under the heading "Refunds and Adjust­
ments.” The field examiners of the Bureau 
ought to thank you for doing this, if by so 
doing you prepare for them a complete and 
correct schedule of depreciation.
Next, I wish to voice my strenuous objec­
tion to the practice as stated in Mr. Riemer’s 
note to Table No. 3 wherein he says "When 
the assets bought in 1924 were fully depreci­
ated at December 31, 1931, the depreciation 
reserve was charged and the asset account 
credited with $6,538.42 in the journal . . . .” 
This practice I have noted numerous times, 
mostly in reports of old examiners for the 
Bureau of Internal Revenue. I think it is un­
fortunate that any one should fall into this 
error. The effect of such practice on the part 
of accountants and Bureau field men is to un­
intentionally teach the rank and file of ordi­
nary bookkeepers a very faulty method of 
keeping accounts. Under no condition should 
depreciated assets be stricken from the books 
until such time as it is found that they no 
longer are in possession of the owner under 
present consideration. Only upon the vouch­
ered authority of some responsible officer that
such assets are used up, dismantled, lost, 
stolen, or sold for scrap, or given in trade, 
etc., should they be stricken from the books 
by an entry as above given. Books serve a 
more useful purpose than to furnish deprecia­
tion schedules alone. The fixed assets therein 
shown to be on hand should be on hand, and 
the officers and men in charge should be held 
accountable for them. The elimination for 
depreciation purposes can be made on work 
sheets in a much easier manner.
Lastly, I wish to voice my rather personal 
objection to using wide work sheets, as a 21 
or 28 column pad as recommended in this 
article. My objection is based on the theory 
which leaks into actual practice that an ac­
countant who must use wide work sheets will 
find himself at a disadvantage in transferring 
the results on such a wide work sheet to an 
audit report which is usually only about 8½ 
inches wide; and furthermore, the average 
reader of an audit report is not accustomed to 
wide sheets and much rather prefers the news­
paper form of report. It is for us, then, to 
take advantage of this bit of human nature 
and find a happy medial. I seldom use work 
sheets more than 14 columns wide and hardly 
ever make an audit report sheet more than 
8½ inches wide. Constant practice and dogged 
determination will make this possible over a 
number of years. In the audit report, if I 
must use a wider page than 8½ inches, I 
prefer to typewrite the first half on the left 
hand side of an open book and the second 
half on the right hand page, thus avoiding the 
use of a long insert that sticks out beyond the 
edge of the covers when spread out for read­
ing.
In order to illustrate my method of con­
densing the information given in Mr. Riemer’s 
depreciation schedule I append hereto the 
form of schedule I have used for several 
years. This gives all the information necessary 
to avoid over-depreciation. It can be written 
on a very narrow sheet and still it may cover 
as many years as is desired, as 45 years on the 
ordinary work sheet or 65 years on an 8½ by
11 typewritten page.
The following proof is hardly necessary 
after the first year, because each succeeding 
year will require the same amounts as given 
for 1932, except for the first and last items. 
When the right-hand column shows a reserve
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DEPRECIATION SCHEDULE 
December 31, 1932 
Rate: 10% ; 5% 1st and 11th years
Fixed Sold Reserve 1932 1932 Reserve
Year Assets Bot 1932 1-1-32 Depreciation Deductions 12-31-32
’19-’21 $ 5,400.00 $ 5,400.00 $ 5,400.00
1922 1,800.00 1,710.00 $ 90.00 1,800.00
1923 2,100.00 1,785.00 210.00 1,995.00
1924 6,538.42 4,903.81 653.84 5,557.65
1925 6,362.64 4,135.72 636.26 4,771.98
1926 2,747.82 1,511.30 274.78 1,786.08
1927 6,492.94 2,921.82 649.29 3,571.11
1928 22,443.89 7,855.36 2,244.39 10,099.75
1929 9,884.22 2,471.05 988.42 3,459.47
1930 903.72 135.56 90.37 225.93
1931 8,592.04 429.60 859.20 1,288.80
1932 4,853.64 242.68 242.68
Totals. . . . . .$78,119.33 $33,259.22 $ 6,939.23 $40,198.45
for one year’s purchases equal to the amount 
given in the left-hand column, then the asset 
is depreciated, and from then on it will be 
included in the amount in the first line as 
shown above amounting to $5,400.00. This 
may be grouped or kept separate for each prior 
year.
In the above schedule provision is made 
for deductions for sales, scrapping or such 
other deductions that may apply.
The total depreciation for 1932 of $6,939.23 
may be proven as follows:
Total Assets .............  $78,119.33
Depreciated Assets ..$5,400.00 
One-half 1922 Pur­
chases ....................  900.00
One-half 1932 Pur­
chases ....................  2,426.82 8,726.82
Base depreciable at 1 0 % ............... $69,392.51
10% on Above................................. $ 6,939.25
In order to write up the second column 
above given, the reserve for January 1, 1931, 
in case you adjust the entire depreciation 
schedule for the first time and are on the look­
out for over or under-depreciation, it is best 
to set up opposite the 1931 purchases of 
$8,592.04 "5%  Depreciated” and this you 
will then calculate to be $429.60. The next
prior year is 15% depreciated; 1929 purchases 
are 25% depreciated; 1928, 35% ; 1927, 
45% ; 1926, 55% ; 1925, 65% ; 1924, 75% ; 
1923, 85% ; 1922, 95% ; and 1919 and 1921 
fully depreciated.
In the above schedule I have followed Mr. 
Riemer’s method of taking only one-half of 
the yearly depreciation for the first year, as 
if the average purchase date is midway in the 
year.
If the books show a total reserve for de­
preciation more or less than the $33,259.22 
as given above, then a surplus adjustment is 
necessary in this particular case.
If it is desirable to test the last three years 
for possible income tax return amendments, 
just take the 1932 depreciation column and 
add the necessary amounts at the top and 
deduct the necessary amounts at the bottom, 
thus working backwards as far as necessary.
Note that the elimination of depreciated 
assets is accomplished very easily on this 
schedule without any entry being made in the 
books, and without dropping such assets from 
this schedule either.
When assets of a different kind, on which 
a different rate of depreciation is figured, are 
to be included, another list of such assets is 
added below the one given and prepared in 
a similar manner. Grand totals may then be 
taken at the bottom of the page.
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If the company has serveral branches then 
more pages are necessary, preferably a page 
like this for each branch, and one page for 
the entire company which is a summary of 
the branches, the Home Office being handled 
as a branch for convenience.
Note that the above schedule is admirably 
suited for sales of assets that are either partly 
or wholly depreciated, a phase that would be 
very difficult to handle on Mr. Riemer’s 
schedule.
Note also that Mr. Riemer’s schedule is 
one that would be too large to write over
again each successive year. As an alternative 
the wide sheet of his would have to be carried 
forward from one year’s file to another, be­
come frayed at the edges and generally be­
come decrepit with age. I have tried them and 
found this to be so.
In conclusion may I add that this schedule 
is given as an illustration of simplicity as 
against the wide sheets covering the identical 
facts, but that I am mostly concerned with the 
accounting principles as applied to adjust­
ments for over or under-depreciation and the 
elimination of depreciated assets.
OUR READERS’ FORUM
Contributions for this section will be limited to in the neighborhood of 250 
words. A free but short expression of opinion is requested on subjects in which 
the certified public accountant is interested.
THE BANK BALANCE 
By W ilm e r  B l a c k ,  C.P.A., Baltimore, Md.
W e  are very much interested in the article 
appearing in the September issue of T h e  C e r ­
t if ie d  P u b lic  A c c o u n t a n t ,  by M. Leland  
Stanford, C .P .A ., Los Angeles, California, 
"W h y  Confirm the Bank B alance?”
We take an entirely different view from Mr. 
Stanford. We have found in our experience 
of some twenty-five years, that it has been very 
advisable to have the balance verified by the 
bank. We recall an instance where a treasurer 
of a building and loan association was $10,000 
short in his account. This difference had ex­
isted for two years, and would have taken 
some time to discover if the confirmation had 
not been obtained from the bank. This man 
had faked a bank reconcilement, and had 
changed the bank statement balance. It has 
been our invariable practice to ask for recon­
cilements, and we would not think of doing 
away with this procedure.
By B e r n a r d  G ro ss , C.P.A., New York
In his article "Why Confirm the Bank Bal­
ance?” which appeared in the September issue 
of your publication, M. L. Stanford seems to 
overlook the possibility that bank statements 
may be subject to alteration by the cashier. 
Particularly is this true in a balance-sheet audit 
when the examination of the bank account is 
not so exhaustive as in a detailed audit.
Mr. Stanford implies from his article that 
the bank statements submitted to the account­
ants are first reconciled by the cashier. In such 
instances especially, is it essential to confirm 
the balance independently. In his books on 
auditing procedure R. H. Montgomery em­
phasizes this point and cites a case where a 
large firm of accountants failed to disclose a 
defalcation where the verification of the bal­
ance went to the company instead of the 
auditors.
In confirming direct and contingent liabili­
ties from banks it is a very simple matter to 
request the correctness of the bank balance. 
It is a safeguard, which not even modern 
posting machines employed by banks, can 
render superfluous.
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TALKING SHOP
A Department Conducted by L. GLUICK, C. P. A.
E VER and ever so long ago we ran a para­
graph about accountants’ time reports; we 
had completely forgotten it until recently, 
when our attention was called to an article on 
that subject by David Young of Montreal; it 
appeared in the Canadian Chartered Account­
ant for November.
The joke about red ink manufacturers being 
prosperous is thoroughly detonated in both 
Fortune for December and a pamphlet put out 
by the Travelers Insurance Co. in the same 
month.
C o n n e c t i c u t  
J. W. Hope, C.P.A., of Bridgeport, has 
been elected to the office of State Treasurer. 
On December 16th the Connecticut Society 
of C.P.A’s gave him a testimonial dinner at 
the Hotel Barnum. Our congratulations to 
Mr. Hope and his State.
N e w  Y o r k  a n d  N e w  Je r s e y  
Mr. William Heaton, well known to all 
who attended the Memphis and Indianapolis 
conventions, was elected to the presidency of 
the Accountants Club of America. He suc­
ceeds James F. Hughes. Both of these gentle­
men have been prominent in both states. Mr. 
Heaton, in fact, got the news of his election at 
the Jersey meeting on December 7th; he was 
requested to keep it secret pending formal an­
nouncement; so now you all know why he 
seemed so absentmindedly excited that night.
T a x es
Nothing like B.T.A. for learning new uses 
for old words. In the case of the Apartment 
Corporation Vol. 26, p. 851 occurs this sen­
tence; the italics are ours: "Respondent bot­
toms his position . . ."
These cases mentioned below are from the 
same volume. G. S. Davidson got a rule fifty 
verdict for the Leamington Hotel Co. of 
Minneapolis (p. 1004). H. A. Mihills won a 
clean "Judgment for the petitioner,” Warner
Collieries (p. 1047). Frank Wilson did the 
same for the Board of Fire Underwriters of 
Duluth (p. 860).
The U. S. Circuit Court of Appeals for the 
2nd circuit recently decided the Rail Joint Co. 
case affirming 22 B.T.A. 1277. Its import­
ance lies in the distinction drawn between 
this case and the Kirby Lumber Co. case. Also 
on November 29th, too late to catch the De­
cember issue, the B.T.A. gave a decision in 
the case of R. W. Bingham covering taxable 
gains or losses on short sales. It is one of the 
few cases on that subject to which the public 
prints were devoting so much space a year 
ago (Docket No. 51051).
A ddresses
The last time we saw Mr. Springer was at 
the Jersey Society meeting on December 7th. 
He told us he had been having the usual 
trouble in getting out the directory; members 
not reporting changes of address and affilia­
tions. Every society or trade association we 
know of has similar trouble; we cannot un­
derstand the psychology of a man who ignores 
or even refuses to tell his friends and asso­
ciates where he is. We went to that meeting 
with a man who was a native of a central 
European country. He was telling us how 
there it was customary for people to live all 
their lives and then die, in the house in which 
they were born, while here a three-year lease 
is considered long.
We can readily understand that in that for­
eign country, people would have small need 
of checking up addresses at frequent intervals. 
But the American being a wanderer, the need 
is imperative. The worst example, however, 
was in the Jersey Society directory. One 
member, whom we have known for about 
seven years, during all of which time he has 
had an office in the Grand Central zone, is 
still listed in the old financial district. Ted 
Krohn insists that he has never received a 
notice of the changed address although the 
man comes to meetings rather frequently.
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Don’t be like that! If you move, let your 
society know at once.
Of course there is one thing still more 
exasperating; that is to notify a business house 
of a change of location, and have it ignored. 
Still worse is having the change recorded on 
a new stencil, without having the old one 
destroyed. Thereby you get one circular on 
the first mail; and a duplicate, forwarded, on 
the second. We once got as many as four 
from one concern, each one to a different 
original address; and we had to go to the 
headquarters and see the old plates destroyed. 
We told the head man that it was probably 
costing his company thousands and thousands 
a year in unnecessary printing and postage 
not to check up his mailing lists frequently. 
But we doubt if he did anything about it. 
People are so human.
H ap py N e w  Y e a r  
"Station WCPA, broadcasting on an in­
frequency of twelve months, without any­
body’s permission. Tonight, ladies and gentle­
men, if any, we shall present to you that 
inimitable deadline hunter, the Kid, inter­
viewing that great wanderer of the profes­
sion, Rover, who will tell us about some of 
his adventures. Your announcer is Oldtimer.” 
The Kid: "Good evening everybody. There 
is a widespread impression that the profes­
sional accountant leads a humdrum existence; 
it has very little basis of fact. On the other 
hand, few accountants have had the widely 
diversified experiences and adventures which 
have fallen to the lot of Rover. Like most 
men of his type, he is modest. All efforts to 
get him to attend the Shoptalkers’ meetings 
were in vain; but finally Oldtimer persuaded 
him to speak for the good of the profession 
which he ornaments, and here he is.”
Rover: "Good evening! This is a new ex­
perience for me; and I think I’d rather look 
at a gun in the hands of a desperate cashier 
than face the mike.”
Kid: "Does that mean that your life has 
been threatened in that way?”
Rover: "It does. But I am not the only one. 
Charles Couchman had the same experience; 
get him to tell about it; he’s a better orator 
than I.”
Kid: "Are you listening, Mr. Couchman?
O.K., Rover. Now tell us, if you will, what 
you consider your most interesting experience.
Don’t let those grinning apes outside the 
plate-glass annoy you. Be yourself.”
Rover: "It is pretty hard to say just what 
was most interesting. Certainly the most ex­
citing was the time I was shipwrecked, going 
from one audit engagement to another; but 
there were lots of others aboard, so I don’t 
claim that as exclusively an accountant’s ad­
venture. Another time I was in an elevator 
which dropped ten floors, but again that could 
happen to anyone. The funniest thing was 
the time a bookkeeper asked me how I would 
write a letter to my wife. As I was only 
twenty-five at the time and never have mar­
ried, I didn’t know what to make of it. So 
she explained. Her boss had given her in­
structions to write out a check for his wife, 
who was in the Catskills for the summer, and 
a suitable letter to accompany it, and he would 
sign both. And as I was an accountant who 
had been to college, the girl appealed to me 
for help; which I could not give her.”
Kid: "Too bad we have no orchestra here; 
that was a fine cue for that old favorite, 'My 
Wife’s Gone to the Country, Hooray!’ ” 
Rover: "But from a technical standpoint, 
the case out of which I got the most satis­
faction, even if not the largest fee, happened 
a few years ago. In my first year at college, I 
had sort of chummed with a boy named Rex. 
We worked our lessons together; and we used 
to have many interesting hours figuring on 
fool or fraudproof systems, for in our youth­
ful ignorance we thought that the chief duty 
of an auditor was to detect embezzlement. 
After a while the discussions became debates. 
Rex insisted that a clever accountant could 
beat any auditor; and I took the negative. At 
the end of the third semester I started on my 
life of wandering—it took me six years to 
complete a three year college course— and Rex 
and I completely lost contact.
"Then one day I was called in to investigate 
a company which my client was suing for 
damages. I went there to make arrangements 
to go over the accounts, and there met my old 
friend Rex. He explained that he was ac­
countant for the defendant. In a very few 
minutes it developed that he had concocted a 
scheme that would certainly baffle investiga­
tion. No real books were kept at all; vouchers 
were destroyed as soon as tax returns were 
made; and they refused to show these, with 
confidence that it would take a long drawn
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out and expensive legal battle to get them. 
Rex smiled in a sardonic way; but neither of 
us mentioned our old arguments. I feigned 
defeat and asked to be shown through the 
factory before I departed. All were willing. 
I am really not an expert in any commodity, 
but I’ve been around so much that I know a 
little about a lot of lines; and once in the 
shop I saw that the product Rex’s clients were 
making had as an essential part an article 
made by only two companies. I held my peace 
then.
"But when I got back to my client I told 
him, and we got a duces tecum subpoena for 
those two companies, as well as the bank, and 
from that small beginning, I was able to 
build up such a case, that it never came to 
trial; the defendants settled out of court. And 
I was one up on Rex.”
Kid: "Very interesting! And do you find, 
as Sinbad always insists, that the world is 
small and shrinking every day?”
Rover: "I most certainly do. The things I 
have seen would defy belief if I had not been 
present. Theatrical critics are very fond of 
saying that the playwright has stretched the 
long arm of coincidence to the breaking point. 
But I disagree. They may exaggerate a little, 
but they can’t exaggerate much.”
Kid: "Give us an example.”
Rover: "With time so limited, I don’t know 
which out of many to choose. But here goes. 
In 1924 I made an audit in Virginia. I never 
worked faster in my life, for I wanted to get 
home for New Year, being at that time much 
infatuated with a little blonde, who has long 
since been safely married to a man who is not 
afflicted with wanderlust. But though I was 
willing to work Sunday, to save time, my 
clients would not hear of it. So I went up to 
Richmond to visit a friend there; we couldn’t 
even get a legal Coca-Cola; that’s how tight 
the blue laws were there then. He asked me 
if, when I got back to New York, I would 
look up a mutual acquaintance and deliver a 
personal message to him; and he quietly com­
plained that he was obliged to remain in Vir­
ginia instead of having a gay New Year’s eve 
in the big city. Of course I promised to do 
so; I worked like —  (well you can’t say the 
word on the radio), and got back to New York 
on the thirty-first.
"I went to deliver the message; I was in
the act of doing so when the door opened be­
hind me. And in walked my Richmond 
friend. To this day the man I was talking to 
thinks it a put-up job. He refuses to believe 
that the Virginian had unexpectedly got away, 
and just happened to come in five minutes 
after me. But there is a whole lot of truth to 
the old adage about 'speaking of a person and 
having him appear’.”
Kid: "Have you ever had any tragic ex­
periences?”
Rover: "Once; and it taught me a sad les­
son. I was employed at that time by a surety 
company; and in checking up on one of the 
cashiers whom we bonded, I detected and 
proved an embezzlement. Faced with the 
facts, the man confessed. The usual story of 
an exacting wife, small pay, inability to return 
the sum 'borrowed.’ He was a chap about my 
own age; of a good family in the community; 
and the disgrace that must attend his prison 
sentence was evident in the wail in which he 
said: 'What am I going to do?’ I answered, 
flippantly, although partly in earnest, 'Well, 
if I were in your shoes, I’d shoot myself.” 
Three minutes later, while my back was 
turned, the man took from the safe the rod 
he was licensed to carry while handling pay­
rolls, and put a bullet through his head. I’ve 
never cracked a joke about suicide since.”
Kid: "Now just one more question; what 
was your most thrilling experience; leaving 
out the war and the shipwreck?”
Rover: "The day I saw my name go up on 
the door of my offie. For ten years I had been 
working for my certificate; and even getting it 
did not give the kick that I got when the 
gilder put my name on the glass panel, with 
a C.P.A. after it. I was in practice for my­
self. The fact that within a year I was trek­
king for distant parts again, and haven’t had 
an office of my own since, makes no differ­
ence. That was the big moment.”
Kid: "Thank you, Rover. We hope you 
will grant us another interview before long.” 
Oldtimer: "Ladies and gentlemen, you have 
just heard an interview of Rover, the wander­
ing C.P.A., conducted by the Kid. We trust 
that you have enjoyed it. Still more, we hope 
that you will write in to WCPA and tell us 
about your adventures, thrills, coincidences, 
embarrassments, and joys. Good night.”
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The Need for Amplification and Clari­
fication of Financial Statements*
By R o b e r t  E. P a y n e , C.PA., Chicago, Ill.
WHEN I was first told that I was supposed 
to discuss the amplification and clarifica­
tion of financial statements, it occurred to me 
to be a wonderful opportunity to enlarge on 
some of my ideas concerning all items appear­
ing on a balance sheet. Later, however, when 
I was informed that it would be best to con­
fine my remarks to three balance sheet items, 
namely, cash, notes receivable, and accounts 
receivable, I realized that this discussion in it­
self was probably of sufficient size to take all 
of the time allotted.
Any audit engagement (and the majority of 
engagements fall within this class) which 
necessitates the preparation of a statement 
showing the financial condition of a company, 
necessarily results in a report which brings 
out the findings and opinion of the account­
ant making the report. These findings, which 
represent the only tangible evidence of a prac­
titioner’s work, must necessarily be considered 
from the standpoint of their intelligibility to 
the reader; and the reader may fall in any 
number of classes, most of which are not 
accountants. Therefore, the facts must be 
logically and clearly stated. These readers may 
be credit grantors, such as banks and other 
current creditors and bondholders and deb­
enture holders; as well as preferred stock­
holders, common stockholders and prospective 
investors. While the accountant need not nec­
essarily meet the requirements of a finished 
report for each one of these various classes, 
nevertheless, he must make a report which is 
intelligible to each of them leaving in the 
report no information of such a vague nature 
that it may create the wrong impression with 
any of them.
Quoting from an article by our friend, Eric 
L. Kohler, in a paper which he presented be­
fore The American Society of Certified Public 
Accountants, and which was reproduced in 
the December, 1 9 31 , issue of T h e  C e r tified
*A paper read before the Eighth Annual Michi­
gan Accounting Conference, November 10, 1932, 
at Ann Arbor, Michigan.
P u b lic  A c c o u n t a n t ,  we have the following 
statement regarding what is known as the "A ll 
purpose” balance sheet:
"They mean the balance sheet of any given 
enterprise that will serve equally well the 
management, the bankers, the stockholders. 
Generally, the idea has met with approval 
among accountants, less often among business 
executives, a good many of whom still believe 
that bankers, and sometimes directors, are en­
titled to very few facts and stockholders to an 
even lesser number. But with the constantly 
increasing tendency to supply more informa­
tion to everybody, objections to 'one informa­
tive statement for all’ are rapidly disappear­
ing.”
The report, therefore, must be clearly stated, 
and with every avoidance of the "weasel 
words” so often referred to by our friends 
the bankers when reading our reports.
If this were the only problem confronting 
us in the preparation of financial statements, 
the work would be greatly simplified. How­
ever, we are also faced with pressure which 
is sometimes brought to bear by those indi­
viduals most affected by the report. More 
often than not the management to whom, and 
on whose work our report is being rendered, 
unfortunately is also the party who originally 
engaged us, and on whom we depend for a 
continuation of our engagement. This natur­
ally results in our backs being forced to the 
wall, and is probably, as much as anything 
else, the reason why so many "weasel words” 
enter into balance sheets and the supporting 
comments and schedules. All of us must ad­
mit that this pressure at times becomes tre­
mendous, and it takes an exceptionally strong 
nature to withstand attacks which are to con­
vince us that "weasel words” will do no harm. 
It is only by facing the situation squarely that 
we can realize its importance and endeavor to 
avoid it.
The various methods in current use for re­
porting a financial condition are briefly as 
follows:
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1. The so-called narrative form of balance 
sheet where as much of the information con­
cerning the various items of the balance sheet 
as can conveniently be placed on the face of 
it, are so placed. Naturally the element of 
space alone prohibits a full explanation of 
every item, and sometimes must be carried 
into the comment section. This practice may 
lead, as Kohler has pointed out, to "condensed 
balance sheets containing obvious remarks 
about obvious items and wholly insufficient 
remarks about important items, or impossible 
for the ordinary reader to comprehend.”
2. A balance sheet with some parenthetical 
explanation after various items, but the bulk 
of the comment falling in the text of the 
report.
3. A balance sheet carrying starred items, 
which are explained more fully in footnotes, 
or
4. What is possibly a variation of No. 3, a 
certificate superimposed upon the balance 
sheet, carrying with it the various qualifica­
tions necessary.
There is always a question as to where and 
how these explanations may best be handled. 
Personally, I favor as much balance-sheet ex­
planation as is practical, with a certificate su­
perimposed upon the balance sheet which in 
turn may refer to the comments if necessary, 
so that if the balance sheet is used separately 
from the report, the party seeing it is at least 
on notice that further details are in existence 
and form a part of the balance sheet.
The public is entitled, I believe, to start 
with the assumption that the accountant has 
performed his work in a standard and ap­
proved manner, and that if he makes no com­
ment, it is understood that there is nothing of 
special significance (worth mentioning) which 
the reader should know. In the law of con­
tracts, an offer cannot be made which will 
constitute a part of a valid contract where the 
assumption is made that the contract will be­
come effective if the offerer does not hear 
from the acceptor. The public, however, I be­
lieve, has the right to assume that if it hears 
nothing to the contrary it can take for granted 
that the balance sheet as it stands is considered 
correct. This imposes on the accountant the 
responsibility of seeing that his statement is 
clear, and that all items of special nature are 
specifically explained.
Cash
We are first asked to discuss the balance- 
sheet item of cash. There may seem to be 
little to say about cash, but on consideration 
one sees that there is much to be said about 
its verification and its place and manner of 
display on the balance sheet. Cash, as we 
know, is not always a current asset and must 
therefore be separated into its various parts. 
For example, cash in closed banks where it is 
known that it will be some time, possibly 
years, before anything may be realized; cash 
which is on deposit for a particular reason, 
and which cannot be used for current working 
capital purposes, such as deposits for sinking 
funds under some trust agreement, or deposits 
to insure the performance of contract; cash 
in the hands of employees, which are really 
advances for traveling funds, which in the 
normal course of business becomes expense 
items. All items of this nature take their 
special place in the balance sheet and require 
special explanation.
For the time being we will consider only 
cash which is in banks for normal current 
business purposes. Various problems may 
confront us in our endeavor to show this item 
properly.
The following are examples:
1. There may be several different bank ac­
counts, some of which show overdrafts. One 
accountant may add all cash together, deduct 
the item of overdraft and call the resulting 
balance "cash in bank.” Another may sepa­
rate these items showing up the overdraft 
distinctly. If the resulting balance is an over­
draft, it may be shown as a red figure asset or 
as a liability. The principal object of course, 
is clarity.
2. The total cash balance in all banks may 
consist of one fairly large account and a dozen 
smaller accounts, all of the latter drawn down 
to the very minimum required to be kept in 
order to keep the account open. For the pur­
pose of business policy, such as the necessity 
of having local bank accounts at branches, it 
may not be expedient to draw these items into 
one account, and yet the total of these twelve 
(which really constitute unavailable funds) 
may make up the major portion of the total 
cash item. It seems to me that the banker or 
other credit grantor is entitled to have this 
fact brought to his attention so that he may
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properly determine the working capital posi­
tion, and especially the cash position of the 
client.
3. I believe that one of the early views of 
some accountants, and if I remember correctly, 
of English accountants particularly, was that 
checks outstanding which had not cleared the 
bank account at the date of the balance sheet 
were more properly shown as liability. This 
naturally would result in the cash shown on 
the asset side of the balance sheet being ex­
actly the amount as shown by the bank state­
ment. Some railroads and public utilities still 
follow this practice. Where the checks out­
standing are no larger than they are in the 
usual normal course of business, I see no 
reason for not deducting them from the cash 
in bank, even though the negotiable instru­
ments law states that outstanding checks are 
merely orders to pay and do not constitute 
anything further than an order to pay until 
they reach the bank on which they are drawn. 
However, it is often found that a client, in 
his zealous anxiety to clean up his statement 
at the end of the year may draw an abnormally 
large number of checks at December 31st, 
which reduces his bank balances and corres­
pondingly reduces his accounts payable. If 
the amount of these outstanding checks is 
abnormal and it is definitely known that they 
have been drawn for such purposes (for ex­
ample, because they are being held and not 
mailed), then I think it is more proper, in 
order to present a true picture, to restore a 
major portion at least of the accounts payable 
to the balance which had been previously 
cleared by such a transaction. If the checks 
have been mailed, consideration might be 
given to showing the amount in a sub-column 
and then deducting the outstandings which 
would certainly add information to the picture 
being presented.
4. The reverse of the above point takes 
place when a client enters in his books a large 
number of his collections on accounts receiv­
able which were received subsequent to the 
end of the period, although in his bank recon­
cilement it is clearly shown by the in-transit 
items that deposits actually did not get into 
the bank until several days after the end of 
the year. We have had cases where items of 
this nature came into the bank account as late 
as the tenth or fifteenth of the following
month. A check in-transit items would, of 
course, disclose this condition, but if the con­
dition were allowed to reflect itself on the 
balance sheet it would distort the accounts re­
ceivable and the cash, just as in the previous 
case it would distort the accounts payable and 
the cash.
5. Another current item of cash, is that 
cash which may be on deposit in foreign 
countries, and, of course, should be valued 
at the rate of exchange current at the date of 
the balance sheet.
As stated above, unless exceptions are spe­
cifically noted, it may be assumed, by any 
credit grantor or other party reviewing the 
report, that all proper precautions have been 
taken in order to present a fair picture, and 
that if abnormal conditions exist they have 
been mentioned, so that the reader is on notice 
of their existence.
In the verification of cash (which, of course, 
obtains information for proper display), there 
are a few tests which are always found to be 
of value:
1. If receipts for the last ten days of the 
period are traced into the bank in detail by 
checking the bank deposit tickets, it will be 
possible to avoid the covering of lap-overs. 
Remittances and advices from debtors should 
be examined to see that only a reasonable 
period of time has elapsed in each case be­
tween the date of the check, the date of the 
receipt, and the date of deposit. This may 
disclose the fact that the cashier has been using 
company funds and covering such use by late 
deposits.
2. Any bank or inter-company transfers 
which are included in the deposits during this 
ten-day period should be traced to the dis­
bursement record, otherwise a shortage on the 
part of the cashier may be covered at the date 
of the audit by a deposit of sufficient size to 
make up his shortage. By not checking this 
disbursement we are in danger of including 
the cash twice when the accounts are consoli­
dated.
3. Disbursements for the first ten days sub­
sequent to the period under audit should also 
be examined to pick up checks returned and 
other adjustments which may be applicable to 
the period under review. Such a test would 
disclose receipts from customers shown as de­
posits before the end of the period which were
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subsequently proven to be worthless. It might 
also disclose N.S.F. checks deposited by the 
cashier before the end of the audit period for 
the purpose of covering a shortage, thus mak­
ing it necessary for him to draw checks on the 
company funds subsequent to the end of the 
year in order to take up these N.S.F. checks 
when they are returned by the bank.
4. One of the best ways of checking these 
in-transit and possibly shady items which may 
have occurred prior to the date of the balance 
sheet, is to make not only a reconcilement of 
the bank account as at the end of the period 
under review, but to also make one as at the 
date the audit is being conducted.
In the above remarks regarding cash, I have 
tried to point out the necessity of segregating 
cash items in such a manner as to disclose to 
anyone reading the report the exact condition 
of the company’s various cash funds, and have 
tried to point out some of the verifications 
which a credit grantor should be safe in as­
suming we have made if we do not bring any 
contrary information to his notice. We are 
placed on honor to do everything in our 
power to discover unusual situations, and when 
discovered we are naturally on honor to make 
that disclosure plainly visible to the reader of 
our report. If there is any reason why im­
portant information cannot be made plainly 
visible then we should refuse to issue the 
report. The very reason for not disclosing the 
information is sufficient reason for not issuing 
the report.
N o tes  R ec eiv a b le
Notes receivable, like cash, are by no means 
always current assets. Notes fall in several 
classes. Notes receivable due from officers 
and employees, and notes receivable for cash 
advances to customers or to outsiders for spe­
cial and possibly long-term purchases, should 
not be given a place in the current asset section 
and should be subject to special comment with 
proper and adequate reserves established for 
that part which is considered by the account­
ant to be bad and doubtful.
In the verification of these notes naturally 
there will be much disclosed which is of in­
terest to the reader of the report. All notes 
receivable should be verified by physical ex­
amination of the note, or by direct communi­
cation with attorneys or banks with whom 
notes are held for collection. In this connec­
tion, receipts on file are valueless, as payment 
may have been made subsequently and not 
recorded.
Notes paid between the close of the period 
and the date of the audit should be traced 
not only to the cash book, but to the deposit 
ticket as well. Tracing of this cash naturally 
establishes the validity of the note at the date 
of the balance sheet, and furthermore, of 
course, has a great bearing on the value which 
is to be given to that note in the balance sheet. 
A note which at the close of the fiscal year 
might have been many times renewed, or even 
greatly past due, would properly be classified 
as a current item if it could be proven that 
shortly after the date of the balance sheet the 
item was actually paid, or if only partially paid 
it would determine whether the reserve against 
this particular note were adequate.
In the examination it should be carefully 
noted whether any of the notes were issued 
for accommodation purposes. Instances have 
been known to exist where the company traded 
notes with another company in order that they 
might use their indirect line of credit at their 
bank, and thus not impair the use of their 
direct line. The fact that it is necessary to re­
sort to means of this kind in order to secure 
credit, is valuable information which should 
be disclosed to any credit grantor.
Again, we have notes which have been re­
ceived for cash advances. It is even customary, 
in some cases, to assist in the financing of a 
customer’s business by such means. Naturally, 
if a customer is in such shape that it is neces­
sary to borrow money from the party from 
whom he is purchasing goods in order to 
enable him to pay for those goods, or in order 
for him to be able to purchase goods from 
other people, it is an unsatisfactory item from 
the standpoint of collectibility, and these facts 
should be brought out in the report as having 
a direct bearing on the financial condition of 
the company and the current practices of the 
management.
The notes should also be examined to de­
termine that they were not originally the per­
sonal property of officers, or directors, and 
which were possibly unloaded on the corpora­
tion because of their doubtful value. Dis­
closure of such a condition is, of course, 
important.
A note, which on the face of it is of short­
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term duration, may in reality be one which 
has been renewed time and again over a long 
period. As a matter of fact, the accumulated 
interest at date of renewal may even be taken 
into the new note, which, of course, has the 
result of inflating the earnings by the amount 
of interest credited to earnings because of it. 
On its face a note of this kind might appear 
to be very current, but by looking into the 
facts it may readily be determined that such 
a note is of little or possibly no value as an 
asset.
We now come to the case in which notes 
have been discounted. There are at least three 
ways of displaying this on the face of the 
balance sheet.
1. By showing the full amount of the notes 
in a sub-column and deducting therefrom the 
amount of the notes receivable discounted, 
thereby making the extension the amount of 
the company’s equity or the amount of notes 
actually on hand. It is also advisable in this 
case to show whether the notes are discounted 
with banks, finance companies or with credi­
tors.
2. The full amount of the notes may be 
shown on the asset side and a contra item may 
be shown as a liability, representing the 
amount of notes receivable discounted. In this 
case both items should, of course, be carefully 
ear-marked.
3. The net amount of notes receivable may 
be shown and a starred footnote, or merely 
a footnote, on the balance sheet may evidence 
the fact that there are a certain amount of 
notes which are a contingent liability because 
of having been discounted.
It seems to me that one of the first two 
methods is more satisfactory than the third. 
In this connection, it must be kept in mind 
that showing items of this kind in this way 
with no further comment leads the reader of 
the balance sheet to believe that these dis­
counts are of the ordinary kind usual to the 
practice of business and not of any unusual 
nature. I mention this particularly, because 
only last week a banker in Chicago phoned 
me regarding an item of this kind which had 
been shown on an audit report received by 
him, which led him to this assumption, but 
from subsequent information which he re­
ceived, he discovered that these were not notes 
discounted in the usual course of business, but 
actually were notes which had been sold to a
finance company on their usual terms of ad­
vancing 80% of the face of the notes, The 
accountant may have been led to believe by 
the management that this sort of a transaction 
was no different than discounting notes in the 
regular manner at his bank. As a matter of 
fact, the transaction is entirely different, be­
cause failure to disclose it did not put the 
banker on notice that the finances of the com­
pany were in such shape that their usual lines 
of credit were closed to them and that they 
needed to resort to such a means to get work­
ing capital. I think this banker was perfectly 
justified in saying that this accountant was 
using "Weasel Words,” and as a result had 
kept from the banker information which was 
important for him to know in order to guide 
him in deciding on what further lines of credit 
he should grant this client. I might add that 
the last words which this banker said to me 
over the ’phone that afternoon were these, 
"One thing is damned sure, I will never again 
accept a report of this accountant and put any 
faith in what it says.” Possibly this account­
ant is being done an injustice, but he certainly 
did not think far enough ahead to see the ef­
fect of his report on some outsider. A report 
may often go many places where it was not 
originally intended to go.
The above remarks in connection with the 
verification of notes receivable naturally affect 
the method by which they must be displayed 
on the balance sheet in order to bring out the 
facts, and, of course, they have a great bearing 
on the determination of the collectibility of 
the notes, and therefore, the adequacy or in­
adequacy of the reserve for bad debts which 
naturally must be based on the collectibility of 
the total notes whether they are discounted or 
not.
A c c o u n ts  R ec eiv a b le
The handling of accounts receivable on the 
balance sheet and the necessary verification in 
order to disclose the proper facts, is naturally 
more complicated than that of either cash or 
notes. Again, as in the other two cases, ac­
counts receivable are by no means always cur­
rent assets. Accounts receivable due from of­
ficers and employees, in my opinion, have no 
place in the working capital section of the 
balance sheet. Accounts receivable —  share­
holders and accounts receivable representing 
subscriptions to stock also have no place there 
unless under very peculiar circumstances,
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which circumstances should, of course, be dis­
closed. For example, a purely temporary in­
vestment of funds, possibly because of the 
seasonal nature of the business, wherein these 
items were actually paid a short time subse­
quent to the date of the balance sheet. In the 
usual course of business, established through 
custom and usage, these might be normal and 
seasonal transactions which would result in 
only a temporary condition. These cases, how­
ever, I would say, are usually rare and always 
open to serious question.
Again, the verification of accounts receiv­
able, because of the facts disclosed in that 
verification, will have a great bearing on the 
manner in which disclosure is to be made in 
the balance sheet. Verification, if not made 
by a complete circularization of all accounts 
receivable, can be partially made at least by a 
circularization of certain larger accounts, and 
by tracing of cash receipts into the records of 
the company subsequent to the period under 
review.
The term 'Accounts Receivable” without 
qualification, should, I think, represent noth­
ing but trade accounts receivable subject to 
the usual terms of payment prevailing in the 
type of business under review. Accounts re­
ceivable upon which unusual terms of credit 
have been extended should be commented 
upon and segregated in the balance sheet. 
Miscellaneous receivables should, of course, 
be shown separately. The aging of the ac­
counts and the verification through corres­
pondence or tracing receipts into subsequent 
periods, of course, form the basis for the de­
termination of the proper reserve for bad and 
doubtful. Accounts receivable due from 
branches, or goods on shipment, should, of 
course, not be treated as regular trade accounts 
receivable, and should require a special veri­
fication and comment, although an account 
current which shows that consigned goods 
have been sold and settlement is due, is prop­
erly an ordinary account receivable.
In aging accounts receivable, the terms of 
credit should be considered and also, of course, 
the custom and usage of the particular busi­
ness which is being examined.
It is also important that shipping dates be 
examined at the end of the year under review 
to ascertain the delivery date of open items. 
By such an examination an inflation of ac­
counts receivable through the inclusion of 
shipments of merchandise properly belonging 
in the inventory at the date of the balance 
sheet, may be discovered. A favorite practice 
for the purpose of increasing the apparent 
sales volume for a fiscal period (and naturally 
also the net profit for the period, as well as 
materially improving the financial conditions 
as shown by the balance sheet), is to resort 
to such a practice. As a matter of fact, such 
practices can have another evil effect, especi­
ally where physical inventory at the date of 
the balance sheet is relied upon, because the 
item shipped as at the end of the period may 
not only land in accounts receivable, but may 
also be reflected in the inventory, which, of 
course, makes the situation even worse. I as­
sume that this point will be referred to again 
by the person discussing verification of in­
ventories.
Further proof of the authenticity of at least 
the larger items may be had if a thorough test 
is made of customers’ purchase orders in order 
to avoid the possibility of the management 
having padded the accounts receivable for a 
purpose.
A test should also be made of credits which 
were allowed to customers to see that they 
bear the proper stamp of approval and that 
they are handled in the regular manner. Cor­
respondence, receiving records, etc., will, of 
course, support such verification. In one such 
test, it was disclosed that credits improperly 
approved were being passed to certain custom­
ers, and it was later noted that these particu­
lar customers had been in the habit of paying 
their accounts in cash. It did not take long 
to determine that many of these accounts 
which had been credited for allowances of 
returned goods had actually been paid in cash. 
We then found that the comptroller had a 
special arrangement with two or three of the 
larger customers whereby checks would be 
drawn payable to him for one-half of the 
amount due, and he in turn would pass credit 
to the customer for the full amount due. 
This resulted in the customer getting his 
goods for about one-half price and the comp­
troller becoming the proud possessor of two 
or three apartment buildings. As a matter of 
fact, the possession of the apartment build­
ings had as much to do with tripping him as 
the actual verification itself.
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The biggest problem often comes in the 
verification and balance-sheet display of in­
stallment accounts receivable. In a recent 
examination, it was disclosed that the man­
agement had been giving itself some syste­
matic, but serious-minded kidding by work­
ing on the assumption that installment ac­
counts receivable were not subject to need 
for reserves. Some $800,000.00 of installment 
accounts receivable had as an offset only $20,-
000.00 in the reserve. Investigation proven 
by the actual experience of the company in 
these collection matters, disclosed the fact that 
the reserve was understated by at least $130,-
000.00. This additional reserve was not estab­
lished on the basis of the value of the accounts 
themselves, but on the basis of the actual ex­
perience of the company in the past, based on 
the collection of its accounts receivable. Nat­
urally previous years’ statements were over­
stated in net profit by an amount equal to 
$130,000.00, and the current balance sheet 
was over-stated both in working capital posi­
tion and in net worth by an equivalent 
amount. Accountants may oftentimes be 
lulled to sleep when the item in its original 
inception is small, and the management 
through convincing arguments leads them to 
believe that the management’s suggested treat­
ment is perfectly proper. The item may be 
small in the original instance, but a mistreat­
ment of it sets a precedent which the account­
ant forever after has difficulty in getting away 
from, because in going behind it, he must 
necessarily upset a decision which he has pre­
viously made. The fact that the item he is 
talking about now, is ten times as great as the 
item on which he originally passed opinion, 
does not alter the principle on which he based 
his original conclusion. It is therefore, 
especially necessary that firm decisions be made 
as to the proper treatment regardless of the 
amount of the item in dollars and cents.
A company using the installment sales 
method usually reports for income tax pur­
poses on the basis of collections. The gross 
profit on the uncollected installments then 
shows as a reserve. In  practice, this reserve is 
usually merged with the surplus. In other 
words, while reporting on an installment basis 
for tax purposes, the published statements and 
the statements to the management are made 
on a closed sale basis. There is no objection
to this, but oftentimes the following essential 
things are not taken into consideration:
1. The provision of a generous reserve for 
normal losses for bad debts.
2. A proper reserve for allowances, adjust­
ments and loss on replevins.
3. A proper reserve for collection expense 
based on the company’s average experience in 
good times and bad.
4. A proper reserve for financing cost, 
equivalent to the interest cost necessary to 
carry the accounts to probable collection. This 
should be a longer period than the contract 
terms in order to carry delinquent accounts.
In many cases the company forgets that in 
addition to the normal losses for bad and 
doubtful accounts they must absorb allow­
ances, adjustments, and loss on replevins, col­
lection expense and financing expense. Failure 
to provide for these items in amounts based 
on the company’s normal experience results 
in a material over-statement of both earnings 
and assets in times of increasing business and 
severely penalizes the operations of the busi­
ness in periods of declining business. If 
proper reserves have not been provided in 
times of increasing business, then exceptional 
costs which must be absorbed in times of de­
clining business makes such declining business 
appear worse than ever, or this exceptional loss 
must be absorbed in surplus.
In one such case, a provision equivalent to 
2% of sales was being made to care for bad 
debts and was adequate for that purpose. Al­
lowances, adjustments, and losses on replevins 
which amounted to about 10%, collection ex­
pense which amounted to about 10%, and 
financing expense amounting to about 8% , were 
not provided for. The company was showing 
a gross profit of about 73%. At least 28% 
of this should have been reserved to take care 
of losses on replevins, collection expenses, 
and financing expenses. This was not done. 
The result is that during present times when 
sales are negligible, the cost of collecting, 
finance expense, and the loss due to replevins 
goes merrily on. Naturally failure to provide 
for this kind of thing has a material effect on 
the valuation of the accounts receivable shown 
on the balance sheet.
We come now to the method of disclosing 
to the reader of the balance sheet the neces­
sary facts in connection with the discounting
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of accounts receivable with a finance company. 
We are all familiar with this kind of financ­
ing where the company discounting the ac­
counts receivable usually advances to the dis­
counting company an amount equivalent to 
80% of the face value of the accounts. The 
financing company, however, does not assume 
any responsibility for uncollectible accounts. 
If an account proves to be slow in collection, 
it is, of course, turned back to the originating 
company and becomes its loss, if loss is en­
tailed. Therefore, it is important to know 
what the gross amount of accounts receivable 
is, in order to determine the proper reserve 
for bad debts. It is also important to disclose 
the status of the accounts on the face of the 
balance sheet, and as pointed out under the 
caption concerning notes receivable, it is im­
portant to put the credit grantor on notice 
that the condition exists, as it vitally affects his 
decision in the granting of further credit.
The popular methods of disclosing this in­
formation on the balance sheet are:
1. To show the gross amount of accounts 
receivable under current assets, less proper 
reserves for bad and doubtful, and on the li­
ability side show the amount of the accounts 
which have been discounted with the finance 
company. After both items contra reference 
is made disclosing the fact that the two items 
are inter-dependent.
2. A second matter is to show the gross 
amount of accounts receivable under current 
assets on the balance sheet in a sub-column, 
deduct therefrom the amount of accounts re­
ceivable discounted with the finance company 
(so labeling it) and deduct from that sub­
total the reserve for bad and doubtful accounts 
and extending the company’s equity.
3. A third method is, in my opinion, sub­
ject to severe criticism, is to show merely the 
net equity under current assets.
The first method to the layman reading the 
balance sheet, would disclose the fact that the 
items are inter-dependent, and it also has the 
effect of showing a low current ratio of work­
ing capital. The second method probably 
brings more forcibly to his attention the fact 
that certain of the accounts receivable are dis­
counted with the finance company, but the 
current ratio of working capital resulting 
therefrom is larger than in the first method. 
The third method probably has no place in a
well-stated balance sheet, nor would the 
handling of the item through a footnote show­
ing a contingent liability be sufficient infor­
mation. It is possibly a matter of personal 
opinion, but the test as to whether one per­
sonal opinion is better than another, or not, 
is whether the information disclosed is more 
understandable and readable, keeping in mind 
that the reader is not necessarily an accountant.
Many other things could undoubtedly be 
said about these three items which would be 
materially helpful, but in the time allotted 
this is about as far as we dare to go in their 
discussion. In deciding what kind of a balance 
sheet should be prepared in order to disclose 
the results of our examination, it is well, I 
believe, to sit back, throw aside all peculiar 
and personal prejudices which may have ac­
cumulated on the particular job at hand and 
get back to one basic fact—are we disclosing 
to any man who reads our balance sheet the 
important conditions as we find them, in a way 
which cannot be misunderstood by him? Fur­
thermore, are we doing for him what we 
would like to have done for us were we in his 
position? I f  we cannot faithfully answer 
these two questions in the affirmative, we had 
better tear up our statements and start over 
again. One difficulty however, is the fact that 
by placing ourselves in such a position, we 
must take the roles of several different classes 
of people—the banker, the stockholder, the 
management, the ordinary creditor, the bond­
holder, and the prospective purchaser of the 
business. The prospective purchaser, of course, 
is not so important unless we are making an 
examination for him particularly, but the con­
ditions imposed upon us by the position of 
these other individuals should give him all of 
the information necessary to put him on notice 
of those facts which are of interest to him.
Some of the difficulties which we are bound 
to face when attempting to make a true and 
proper statement, are expressed in the follow­
ing questions which are sometimes shot at us:
1. "Your competitors do not insist on doing 
any such things as this, and you are penalizing 
your clients by insisting on such action.” In 
answering this, we usually find that our com­
petitor never did any such thing. They may 
have done something similar to it, but under 
entirely different conditions, and not to the 
detriment of the information. If any of our
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competitors have done this, then they are not 
competitors in a real sense, because they are 
not handling their professional work as it 
should be handled, and sooner or later they 
are bound to come to grief. The man who 
insists on making his report as it should be 
made may encounter temporary difficulties, 
but he is gaining the respect of even the man 
who is attempting to influence him to such a 
degree that that man himself will forever 
after have confidence in reports prepared by 
him.
2. A second question which will be asked 
is whether it is necessary for them in their 
published report, such as bond circular, to dis­
close all of this information. I hope to see 
the time when accountants will insist that any 
portions of their reports used for such pur­
poses bear their approval.
3. The other request which is often made 
is to have copies of the balance sheet prepared, 
which are separate and distinct from the re­
port.
Properly prepared, there should be no dan­
ger in this, but I believe that on all separate 
balance sheets of this kind, the accountant 
should insist on typing in red across the top 
"Copied from the balance sheet shown in our
detailed report issued under..........................”
This puts the reader on notice that he does not 
have all of the information before him.
By way of conclusion, I wish to quote two 
paragraphs from the paper of our friend, 
Frederick B. Andrews, given before the Ameri­
can Institute of Accountants at its last annual
meeting, which paper was entitled, "Com­
pulsory Audit of Corporations” : "I submit 
that one of the most serious, if not the most 
serious, of the questions confronting our pro­
fession today is the character of the financial 
statements given to ownership over the audi­
tor’s signature. Shall we remember that truth 
lies as much in the ear of the hearer as in the 
mouth of the speaker, and certify only such 
statements as we consider not merely techni­
cally accurate, but also reasonably safe against 
being misunderstood? Or shall we adhere to 
the doctrine of caveat emptor and consider 
our full duty done when our statements are 
so drawn that criticism may be answered by 
pointing to some obscure words of qualifica­
tion ? The time to determine this is not when 
we are confronted with a difficult decision, but 
when we are urged by a trusted management 
to minimize untoward appearances, and when 
the voice of ownership cannot reach our ear.
"Whom do we serve? Not alone manage­
ment, to the possible concealment of its fail­
ures, its indiscretions, or worse; not alone a 
dissatisfied portion of ownership seeking an 
excuse for embarrassing an honest manage­
ment. We must serve or forfeit our right to 
serve at all, the whole structure, ownership, 
and management alike. The lens does not 
concern itself with the kind of light rays pre­
senting themselves for passage; it takes such 
as come, brings them into proper focus and 
presents a true image. Such is the function 
of the auditor.”
Scrip Dividends and Law
By L. L. B rig gs, Associate Professor of Economics, University of Vermont
A  SCRIP dividend generally consists of a certificate giving the holder certain rights 
and privileges which are specified in the in­
strument (Brown v. Lehigh [1865] 49 Pa. 
270). It divides the profit in the sense that 
the stockholders are given evidence of a 
definite future claim against the issuing cor­
poration. However, the actual distribution of 
the cash or other assets representing the earn­
ings is deferred to a later date. Some writers 
argue that this certificate is not a dividend at 
all, but is a mere promise of a future dividend 
from undivided profits which have accumu­
lated. They insist that the directors of the 
corporation control as much property after the 
promise as before and that there has been no 
division of corporate assets that can be called 
a dividend. Let us see what the courts have 
of the portrayal of such matters.
Scrip dividends usually are declared and 
issued when a corporation has profits which 
are in forms of property other than money and 
the company wishes to give its stockholders 
assurance that a cash distribution will be made 
at some future time (Re Robinson’s Trust 
[1907] 218 Pa. 481; Barnes v. Spencer
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[ 1910] 162 Mich. 509). The concern may 
need all of its available funds for the devel­
opment and extension of its business, or for 
various reasons it may prefer to hold the 
money in its treasury. Occasionally, it may 
happen that the declaration of such dividends 
is a scheme to cover up the fact that the com­
pany has nothing with which to pay cash divi­
dends. Scrip issued under this circumstance 
is an outward sign of weakness. Finally, this 
class of dividend may be issued with the object 
of increasing the transferable interests of the 
corporation without permitting such interests 
to have voting power.
The issue of scrip dividends is lawful ac­
cording to the court in Re Robinson’s Trust 
(1907) 218 Pa. 481. In Bankers’ Trust Com­
pany v. Dietz (1913) 157 App. Div. (N. Y .) 
594, the plaintiff charged that the defendants 
attempted to destroy the value of his stock by 
declaring a dividend of $340,000 and issuing 
debentures for it when all of the profits of 
the corporation had been invested in land, 
machinery, and other fixed assets. In giving 
the decision for the court, Justice Dowling 
said:
"There can be no doubt of the right of 
the corporation to issue a scrip dividend
Justice Patterson, in Billingham v. Gleason 
(1905) 91 N. Y. S. 1046, upheld the right 
of a corporation to make a distribution of 
this kind to its stockholders. According to 
Justice Clifford in Bailey v. Railroad Com­
pany (1874) 22 Wall. (U. S.) 604:
"Net earnings of such company may be 
expended or invested in constructing or 
equipping the railroad, or in the purchase 
of real estate or other properties, but the 
investment, whatever it may be, belongs to 
the stockholders, and may be distributed as 
they may direct, in dividends of scrip . . . 
payable out of future earnings of the com­
pany, or by a sale of property not necessary 
to effect the purposes for which the com­
pany was created.”
In Williams v. Western Union (1883) 93 
N. Y. 162, the court decided that a scrip divi­
dend representing bona fide earnings which 
have been invested by the corporation is not 
invalid as being against public policy. In 
general, scrip dividends are legal if the assets 
of the issuing company are at least equal to
the sum of the capital stock, liabilities, and 
the scrip.
A scrip dividend represents an indebtedness 
of the issuing corporation to its stockholders. 
In Billingham v. Gleason (1905) 91 N. Y. S. 
1046, Justice Patterson said:
"Upon the facts as found, it is established 
that the scrip dividend represented and was 
intended to constitute an indebtedness of 
the company to the holder of the certificate. 
. . .  It was so much set apart and reserved 
for him as individual earnings. His share 
was ascertained and his right to it fixed. It 
was a divided share of past earnings, and, 
as we think, became a severed indebtedness 
of the company, for nothing is better un­
derstood than that a dividend when de­
clared is a debt due absolutely to the stock­
holders. It was an obligation perfect and 
complete in its character, although payment 
was postponed to a future time.”
The words of Justice Patterson are a fair 
statement of the prevailing rule on this point.
Although scrip dividends take many forms 
they generally are a promise to pay. This 
promise may be hedged about with various 
limiting conditions. The certificates ordinarily 
entitle the holder to a specified sum of money 
payable at the option of the corporation or 
when the company has accumulated enough 
earnings to pay them in full (Bankers’ Trust 
Company v. Dietz [1913] 142 N. Y. S. 847).
If the scrip certificates so specify they may 
bear interest. In Butler v. Glen Cove Starch 
Company (1879) 18 Hun 47, the court ap­
proved scrip certificates bearing seven per 
cent interest, and in Bankers’ Trust Company 
v. Dietz (1913) 157 App. Div. (N. Y .) 594, 
Justice Dowling held that scrip dividends may 
properly provide for the payment of interest. 
However, in Shelby v. New York Steam Com­
pany (1910) 121 N. Y. S. 619, it was decided 
that a stockholder was not entitled to recover 
past due interest on a scrip dividend. A care­
ful reading of the case discloses the fact that 
the reason he could not collect was that he 
could not prove the declaration of the divi­
dend.
If scrip dividends are unconditional they 
may be negotiable. It has been held that scrip 
entitling a specified person to bonds may be 
assigned in spite of the fact that its terms 
made it assignable only with the consent of
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the issuing corporation (Hubbard v. Man­
hattan Trust Company [1898] 87 Fed. 51). 
Justice Folger, in Brundage v. Brundage
(1875) 60 N. Y. 544, also decided that scrip 
certificates are assignable. On the other hand, 
a certificate entitling the bearer to a specified 
bond on delivery was held to be only quasi- 
negotiable (President v. Morgan [1922] 199 
App. Div. [N. Y .] 767).
Scrip certificates may be convertible into 
bonds or stock of the issuing corporation at 
the option of the holder (State v. Baltimore 
[1848] 6 Gill [Md.] 363; Brown v. Lehigh 
[1865] 49 Pa. 270; Bailey v. Citizens’ Gas 
Light Company [1876] 27 N. J. Eq. 196) or 
the company (Millen v. Guerrard [1881] 67 
Ga. 284; People v. Board of Assessors [1878] 
16 Hun 196; Bailey v. Railroad Company 
[1874] 22 Wall. [U. S.] 604). In Rogers 
v. New York (1892) 134 N. Y. 197, the 
court allowed the corporation to convert its 
outstanding scrip into land. If the scrip cer­
tificates are convertible at or within a specified 
time the holder may lose his right to convert 
if he fails to make his option within the time 
limit.
The date of payment for scrip dividend 
certificates may be absolute or contingent. Ac­
cording to the facts of Billingham v. Gleason 
(1905) 91 N. Y. S. 1046, scrip was payable 
at the pleasure of the corporation which had 
issued it. In an action by a stockholder to col­
lect, the corporation’s attorneys argued that 
there was no dividend at all until the company 
should express its intention to pay. Justice 
Patterson said:
"In a few words, this certificate repre­
sented an obligation of the company to pay 
a certain sum of money, the time at which 
payment was to be made being left to the 
determination of the company itself. The 
obligation being absolute, the payment was 
to be made within a reasonable time, and 
the plaintiff waited a reasonable time before 
bringing this action.”
This rule protects the scrip holder from 
loss resulting from purposeful neglect of un­
scrupulous corporation officers.
There must be no discrimination in paying 
the holders of scrip dividends (Chagee v. Rut­
land Railroad Company [1882] 55 Vt. 110). 
According to Justice Patterson in Billingham 
v. Gleason (1905) 91 N. Y. S. 1046:
" . . .  it appears that a dividend was paid 
to other holders of certificates of a like char­
acter and class with that held by the plain­
tiff, and, when the company elected to pay 
any holder it put all the holders on the same 
plane. It therefore cannot make a discrimi­
nation between holders of these certificates, 
and favor one while repudiating or ignoring 
the claims of another . . .  by paying similar 
certificates to the holders thereof the com­
pany made all the certificates payable, for 
it had no right of selection as to the pay­
ment of individual certificates.”
Under the New York stock corporation law 
in force at the time, it was held in Merz v. 
Conduit and Insulation Company (1895) 87 
Hun 430 that a corporation had no authority 
to issue bonds in order to pay holders of scrip 
dividends. Justice Follett made this statement: 
"There is no authority for making a scrip 
dividend in one year, and in the succeeding 
year issuing bonds to pay such dividend in 
whole or in part. This seems to me to be a 
plain violation of the statute. If this is sanc­
tioned the entire capital stock of a corpora­
tion can be wiped out by the declaration of 
dividends and subsequently issuing bonds 
wherewith to pay the dividends.”
The theory of Justice Follett does not har­
monize with the generally accepted principle 
that a corporation which has used its profits 
for improvements may lawfully borrow an 
equivalent sum for the purpose of paying 
dividends.
Scrip may resemble a certificate of stock to 
such an extent as to entitle the holder to divi­
dends. In Gordon v. Richmond (1884) 78 
Va. 501, a scrip dividend entitling the holders 
to dividends equal to those declared on the 
capital stock was involved. Such a distribution 
is similar to a stock dividend in some respects, 
but the scrip cannot vote, and a provision gen­
erally is made for its redemption. In Bailey 
v. Railroad Company (1874) 22 Wall. (U.
S.) 604 and Brundage v. Brundage (1875) 
60 N. Y. 544, scrip certificates were drawn up 
in such a manner as to entitle the holders to 
dividends. It has been held that scrip issued 
with the privilege of conversion into stock at 
the option of the holder does not carry the 
right to dividends, but dividends commence 
at date of conversion (Brown v. Lehigh 
[1865] 49 Pa. 270).
1933 THE CERTIFIED PUBLIC ACCOUNTANT 33
What is the status of a scrip dividend as 
between life tenant and remainderman of a 
trust estate? Millen v. Guerrard (1881) 67 
Ga. 284 is an interesting decision in point. 
According to the facts of this case, shares of 
Central and Southwestern Railway stock were 
left by will of Mrs. Millen to Guerrard in 
trust for G. R. Millen and children, the in­
come to be paid to Millen for life and the 
remainder to go to the children. The di­
rectors of the railway declared a dividend in 
certificates of indebtedness, and the issue be­
fore the court was the distribution of these 
certificates. In stating the decision for the 
court, Chief Justice Jackson said:
". . . these dividends, in the shape of 
these interest-bearing certificates, are in­
come, and not corpus, and go to the life 
tenant, and not the remainderman.”
The court reasoned as follows:
"Clearly . . . these certificates represent 
. . . past dividends withheld, and are de­
clared in lieu of those dividends, and that 
income from this stock which were with­
held. It is as much to say that the income 
from this stock was made in certain years, 
but not declared in those years for pru­
dential reasons. These reasons do not exist. 
Therefore, this, the income of those years, 
will be declared in dividends now and be 
paid now. Suppose it had been declared in 
cash, would there be a doubt that the cash 
would be the money of the life tenant ? We 
think not. Suppose it had been declared 
in bonds on other persons, on the State, on 
the United States, or other railroad cor­
porations, would it not go just as cash 
would have gone? Most certainly it seems 
to us. What difference, then can it make if 
the company gave its own bonds or evi­
dence of debt as dividends representing past 
income? None, logically, so far as we can 
discern it.”
According to Justice Potter in Robinson’s 
Trust (1907) 218 Pa. 481:
"It is admitted that the fund here for 
distribution was made up of net earnings 
or profits, which were avowedly disbursed 
as such by the directors of the company in 
the form of scrip dividends. They are 
therefore property to be regarded as in­
come, and not as capital.”
Therefore, scrip dividends representing 
profits accumulated subsequent to the death 
of the testator pass to the life tenant.
Scrip dividends representing principal, 
which would include earnings of the issuing 
corporation prior to the death of the testator, 
must be retained by the trustee for the benefit 
of the remainderman. In Brundage v. Brund­
age (1873) 65 Barb. 397, affirmed (1875) 
60 N. Y. 544, it was held that a bequest of 
corporate shares does not carry a scrip divi­
dend received by the testator during his life, 
but that such dividend declared after the 
death of the testator becomes the property of 
the legatee. A railway corporation transferred 
certain assets to a trustee who issued participa­
tion certificates as dividends to its stockhold­
ers. It was decided that these dividends be­
longed to the remaindermen of a trust estate 
(In re Bunker’s Estate [1912] 137 N. Y. S. 
104).
The recipient of a scrip dividend is subject 
to the Federal income tax in the year when 
the distribution is made (Reg. 74, Art. 627). 
The government permits a corporation to de­
duct interest paid on scrip dividends (Reg. 
74, Art. 141). Scrip dividends were held to 
be taxable in Bailey v. Railroad Company 
(1874) 22 Wall. (U. S.) 604. In Ohio, 
however, scrip is not taxed if the corporation 
pays taxes on all of its capital within the 
State. In Adams v. Shields (1898) 17 Oh. 
Cir. Ct. 129, Justice Caldwell said:
"It has been held by the highest courts 
of other states and the federal courts, that 
a scrip certificate, which does not promise 
to pay money, but only a dividend in stock, 
and shows that the corporation retains as its 
own the surplus, will not relieve the cor­
poration from paying taxes on the surplus.” 
Scrip certificates representing a surplus do 
not transfer such surplus to the holders of the 
certificates (People v. Board of Assessors 
[1878] 16 Hun 196). The corporation con­
tinues to own the assets represented by the 
surplus and the stockholders receive nothing 
more than a promise to pay in the future.
The rescission of scrip dividends is a phase 
of corporation law which has not been well 
adjudicated. In Staats v. Biograph Company 
(1916) 236 Fed. 454, it was held that a scrip 
dividend declared December 28, 1914, as pay­
able on February 1, 1915, could be rescinded
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on August 10, 1915, without the consent of 
the stockholders in spite of the fact that it 
was announced to them on the date of declara­
tion. Scrip dividends are similar to stock divi­
dends in that the courts recognize the right of 
the board of directors to rescind them at any 
time before they actually are issued (Terry v. 
Eagle Lock Company [1879] 47 Conn. 141).
Bailey v. Citizens’ Gas Light Company
(1876) 27 N. J. Eq. 196 is a case in which 
a corporation, prior to consolidating with 
another company, declared a scrip dividend 
without the knowledge of the other concern. 
After consummation of the consolidation the 
secret distribution of scrip certificates was 
discovered. Chancellor Runyon declared the 
dividend to be fraudulent and void, and re­
strained the issuing corporation from recog­
nizing it as a valid obligation.
According to the facts of Butler v. Glen 
Cove Starch Company (1879 )18 Hun 47, 
the defendant corporation issued a twenty-five 
per cent scrip dividend which was based upon 
earnings. The certificates were redeemed five 
years later and new ones were issued. The 
company desired to redeem the second issue, 
but the plaintiff had lost his certificate and 
the company refused to pay him. He brought 
an action against the concern for the amount 
of his scrip. In giving the decision, Justice 
Dykman made the following statement:
"The physical production of the scrip to 
the company is not a condition precedent 
to the right to a recovery. The certificate 
is not the debt, but only an evidence of it. 
The liability to pay was created by the reso­
lution to make the extra dividend, in the 
first instance, and afterwards the resolve to 
redeem the same, and issuing and delivery 
of certificate number forty-three in its place
and stead. The liability of the company to 
pay exists; one proof of it is gone, but 
there yet exists abundant proof of the fact, 
and the responsibility is not denied.”
As the scrip was negotiable by delivery the 
court considered the possibility of it having 
come into the hands of an honest purchaser, 
but finally concluded that this was improbable 
as the certificate had been missing for seven 
years.
Let us summarize. Corporations issue scrip 
dividends when they do not wish to distribute 
surplus or profits to their shareholders in the 
form of cash or stock. Such dividends are 
legal if based upon surplus. They are a debt 
of the issuing company, and if the terms of 
the certificates so provide the scrip may bear 
interest. If the certificates are unconditional 
they are negotiable. They may provide for 
conversion into stock or bonds at the option 
of the holder or the issuing corporation. The 
date of payment may be specified or conting­
ent, but when payment is made the courts will 
permit no discrimination among the holders. 
If scrip dividends represent income after the 
death of the testator they go to the life 
tenant of a trust estate, but if they represent 
principal, which includes earnings of the cor­
poration before the death of the testator, they 
must be retained by the trustee for the benefit 
of the remainderman. Finally, as in the case 
of a stock dividend, the directors of a cor­
poration have the right to rescind a scrip 
dividend any time before the stockholders 
receive it.
N o t e :  The Accounting Review for Decem­
ber, 1932, carried an interesting article by 
Professor Briggs covering Cash and Stock 
Dividends.
Profits from Installment R. E. Sales
By G e o rg e  W. P e rp e r , C.P.A., New York City
(Editor’s Note: The New York morning 
newspapers reported on August 18, 1932, 
concerning a decision by the Circuit Court of 
Appeals for the Second Circuit, involving the 
correct method of reporting profits from the 
sale of real estate on the installment plan. 
The writer, appearing as attorney of record 
for the petitioner, upon request submitted the 
following comments) :
This Circuit Court handed down its decision 
in the appeal by the S. & L. Building Cor­
poration v. Commissioner, reversing the 
United States Board of Tax Appeals 19 BTA 
788.
To quote Judge Learned Hand:
"The appeal involves the application of 
Section 212(d) of the Revenue Act of 
1926, which, although the transactions at
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bar happened in 1924 and 1925, Section 
1208 of the Act made retroactive. It was 
designed to allow a taxpayer in the case of 
the installment sales to spread the profit 
over the whole period during which pay­
ments were made, so as to avoid loading 
all of it upon those years which followed 
the amortization of the original cost. It 
gave a privilege; ’the income may *  * * 
be returned on the basis and in the manner 
above prescribed.’
"The petitioner had two parcels of realty 
in New York, each bought after March 1, 
1913. It sold one in 1924; the other in 
1925. It had previously placed one mort­
gage upon the first parcel; two upon the 
second. Each buyer paid a sum down, exe­
cuted a purchase money mortgage and as­
sumed the payment of the existing mort­
gages. The petitioner chose to treat the 
sales as falling within Section 212(d), and 
the commissioner agreed; they differed as to 
how the tax should be calculated.”
Under Section 212(d) of the Revenue Act 
of 1926 and the similar provisions contained 
in Section 44 of the Revenue Act of 1928, the 
income from real estate sales may be returned 
on the installment plan, according to the 
method provided therein. The commissioner 
in Article 44 of Regulation 69, under the 
1926 Act, and likewise in Article 351, of 
Regulations 74 under the 1928 Act provided 
that in the sale of mortgage property, the 
amount of the mortgage, whether the property 
is merely taken subject to the mortgage or 
whether the mortgage is assumed by the pur­
chaser, shall be included as part of the "sell­
ing price,” but the amount of the mortgage 
to the extent that it does not exceed the basis 
to the vendor of the property sold shall not be 
considered as a part of the "initial payments” 
or of the "total contract price” as those terms 
are used in the respective sections of the law.
It was contended by petitioner that these 
Regulations were illegal.
In determining the amount of income to be 
returned in any taxable year, the commissioner, 
following his regulations, regarded the "total 
contract price” as the selling price less the 
mortgages assumed. The petitioner disagreed, 
contending that the mortgages assumed should 
be considered as part of the "total contract 
price” ; that in this case the "purchase price” 
is equivalent to the "total contract price.”
Judge Learned Hand further states relative 
to "purchase price” :
"Nevertheless, it is extremely improbable 
that it means anything else than "total con­
tract price,” and the commissioner here 
agrees that it includes assumed mortgages.” 
The difference between the method of re­
porting income on the installment plan as 
provided by the regulations and that now 
prescribed by this court, is aptly illustrated by 
the computation on the following page.
It is noted that the petitioner’s method fol­
lows Section 212(d) which provides that the 
income to be returned in any taxable year is 
"that proportion of the installment payments 
actually received in that year which the gross 
profit realized, or to be realized when payment 
is completed, bears to the total contract price.” 
Quoting Judge Hand as to the commis­
sioner’s method:
"The commissioner took as the 'install­
ment payments actually received,’ the cash 
paid in any year and all payments made 
upon the purchase money mortgage; he ex­
cluded payments on the mortgages assumed. 
The regulation in refusing to allow the 
payment of the assumed mortgages as 'in­
stallments actually received,’ apparently 
considered the money borrowed as the sell­
er’s reimbursement pro tanto of the 'base.’ 
The discharge of the loan is not, therefore, 
a receipt on the purchase price, money paid 
to his use is not received’ by him. No one 
can deny that this is the more natural sense 
to impose on the phrase; a man does not 
'actually receive’ what is paid to another. 
Yet in cases where the assumed mortgages 
exceed the 'base,’ the regulation charges the 
whole excess at once. If, when the assumed 
mortgages do not exceed the 'base,’ pay­
ments are not 'received’ by the taxpayer, he 
can 'receive’ none, when they do. Indeed, 
the regulation goes even further; it makes 
the mere assumption an 'installment actually 
received.’ No doubt, the excess must at 
some time be counted as profit; and it can­
not be returned as of the time the money 
was borrowed, for the transaction is not 
then closed. There appears to be no in­
telligible way of dealing with it but to hold 
that the profit is received when the install­
ments are paid. But if so, the same must 
be true when there is no excess.”
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COMPUTATION UNDER REGULATIONS
Total Sales (Purchase Price) 1925:
Cash ...........................................................................................$ 300,000.00
First mortgage assumed.......................................................... 1,100,000.00
Second mortgage assumed.....................................................  500,000.00
Purchase money mortgage given by purchaser....................  265,000.00
Total Purchase Price............................................................$2,165,000.00
Depreciated cost basis..................................................................  1,522,033.00
Profit to be Realized............................................................$ 642,967.00
Contract Price:
C ash ...........................................................................................$ 300,000.00
Purchase money mortgage.....................................................  265,000.00
Excess of the mortgages assumed over basis........................ 77,967.00
Total Contract Price............................................................$ 642,967.00
Initial Payments:
Cash ...........................................................................................$ 300,000.00
Payments on purchase money mortgage (in year of sale
1925) .................................................................................. 2,000.00
Excess of the mortgages assumed over the basis of property
to taxpayer (no part paid in 1925).................................  77,967.00
Total Initial Payments....................................................... $ 379,967.00
Taxable Profit:
Total profit to be reported $642,967.
= 100% x initial payment of $379,967.00 
Total contract price........... $642,967.
=$379,967.00 taxable profit in 1925. 
COMPUTATION BY  PETITIONER UNDER COURT’S RULE
Contract Price (Purchase Price) :
C a sh ...........................................................................................$ 300,000.00
First mortgage assumed.......................................................... 1,100,000.00
Second mortgage assumed................................... .................  500,000.00
Purchase money mortgage given by purchaser....................  265,000.00
Total Contract Price................................................................ $2,165,000.00
Initial Payments:
C ash .......................................................................................... $ 300,000.00
Payment on purchase money mortgage (in year of sale
1925) ..................................................................................  2,000.00
Payments during 1925 on first mortgage assumed................ None
Payments during 1925 on second mortgage assumed. . . . 22,500.00
Total Initial Payments....................................................... $ 324,500.00
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Taxable Profit:
Total profit to be reported $642,967.
=29.698244%  x $324,500.00 
Total contract price. . .  .$2,165,000.
=$96,370.80 taxable profit in 1925.
Inconsistency of the commissioner’s regula­
tion:
"We of course agree that the powers of 
the Commissioner must be given wide lati­
tude, especially perhaps, because the very 
section contains an express grant. But 
though he may impose any reasonable in­
terpretation upon the language, and we 
should accept it, even though we independ­
ently thought otherwise, his gloss must be 
consistent; he may not read the same words 
in one sense in one connection and dif­
ferently in another. We can see no escape
from treating the phrase, 'installments ac­
tually received,’ as including payments to 
the seller’s use.”
It is apparent that the effect of this decision 
is to give relief to taxpayers by spreading the 
profits over the period during which payments 
are made including payments on mortgages 
assumed. Under present adverse conditions 
when mortgage payments are not made and 
foreclosures fail to return the face value of 
mortgages, taxpayers will be relieved of pay­
ing taxes against paper profits.
A New Unholy Alliance
By A n d re w  H. B la s s , C.P.A., Business Consultant, Pittsburgh, Penna.
T H E  Holy Alliance cannot be said to have 
been a perfect success.
If the Holy Alliance was not a success, one 
of the unholy alliances of our post-war period 
of expansion, and subsequent deflation, can 
certainly be said to have been a rather definite 
failure.
I am referring here to the alliance which 
was developed to its nth degree between the 
commercial banks and/or investment banks 
and their so-called affiliates.
The combining of the dual functions of 
banking within single institutions or within 
related companies has clearly proven inef­
fective, and the current trend towards the un­
scrambling of this relationship will leave 
commercial banks primarily carrying on their 
functional activity with underwriting, security 
distribution, and other related activities re­
turned to the investment banker, so that 
gradually, the security affiliates will disappear 
from the financial picture.
That this gradual divorcing of security af­
filiates from banking institutions is actually 
being accomplished is evidenced by reports of 
some of the larger banks that have abandoned 
their affiliated companies or have consolidated 
their activities with the security department of 
their banks.
Thus: Bancamerica-Blair was separated from 
Bank of America.
Chatham & Phenix Trust Company discon­
tinued the securities-distributing business of 
their affiliate.
Bankers Trust Company eliminated the 
Bankers Company as a corporate entity.
International Manhattan Company had its 
activities absorbed by the Bank of Manhattan 
Trust Company.
Chemical Securities Company was merged 
with the bond department of the Chemical 
Bank and Trust Company— all these, and 
many like changes having taken place within 
the past year.
R es po n sib ilit y
General business conditions have something 
to do with these changes. Yet, it would be 
untrue of we were to say that economic con­
ditions were solely responsible for the separa­
tion of these unrelated activities. Inherent 
dangers of overlapping and conflicting func­
tions are so evident in a combination of com­
mercial banks and security affiliates, or, even 
of investment banks and security affiliates, 
that for purposes of this discussion they shall 
be taken for granted purely on the basis of 
the old adage: "The proof of the puddin’ is
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in the eatin’.” The numerous "divorces” above 
mentioned, and the many others that have 
taken place, are too well known to the readers 
of this magazine to require further detailing.
If even a "companionate marriage” of com­
mercial bankers and security affiliates and/or 
investment bankers and security affiliates re­
quire a divorce because of conflicting and 
over-lapping functions, is it not reasonable to 
assume that commercial and investment bank­
ers should profit by such experience and not 
embark upon a repetition of the past mistake ? 
Yet, that is exactly what is being done. A new 
unholy alliance is now being formed between 
commercial bankers and investment counsel­
ors, and/or investment bankers and investment 
counselors. The untenable positions in which 
dual activities found commercial and invest­
ment bankers will again be repeated, just as 
forcefully and with equally chaotic results if 
the commercial or investment banker sets up 
his right hand as an unbiased advisor of the 
investor as to what he ought to purchase or 
sell, while at the same time, with the left 
hand, he is offering certain, specific securities 
for purchase and trade.
Specialized banking along functional lines 
has worked out particularly well in France and 
England, as witness the comparison of bank 
failures during the last two years in the United 
States and the same statistics for these nations. 
Abroad, however, a savings bank is a savings 
bank—rarely do any other duties devolve upon 
it; a commercial paper house engages only in 
the distribution of prime commercial paper; 
and a commercial bank’s officers would not 
think of lending the bank’s credit for a period 
of over ninety days. These older, tested sys­
tems work—and they do not contain pro­
visions for investment counsel and security 
underwriting (or commercial banking) activi­
ties under the same roof.
P r e s e n t  T r en d
Notwithstanding the obvious fallacy of such 
a position, the trend seems to be towards the 
establishment of investment counselling serv­
ice (for pay) within commercial and invest­
ment banks, as a separate department.
Since the only check to a repetition of ad­
verse history in this new case is an internal 
one, in many instances human nature must be 
expected to reappear. In that event, invest­
ment counsel may be expected to be tinged
with the underwriting department’s eagerness 
to market securities to which long underwrit­
ing profits attach, or the securities department 
will turn its sails to the demand as indicated 
through the investment counsel division. The 
first must result in ultimate loss TO the pur­
chaser of securities and the consequence of 
the latter must be financing of certain preferred 
industries, whether or not such new capital is 
required.
That there is absolute need for investment 
counsel service is admitted. That by training 
and past experience, the investment banker 
and/or commercial banker, dealing in securi­
ties, is best qualified to render such service is 
likewise admitted. But, it is the opinion of the 
writer that the commercial or investment 
banker must make a definite choice between 
remaining commercial or investment banker 
or deciding to enter the new field of invest­
ment counsel service. And, once that decision 
is made, it must be rigidly adhered to, in 
order to be effective. The Central Hanover 
Bank and Trust Company of New York, for 
years, has advertised "No Securities for Sale.” 
It has given its customers unbiased advice and 
has built for itself an enviable reputation in 
this field. Other banks throughout the coun­
try have followed the lead of the Central. 
Recently, the Union National Bank in Pitts­
burgh has adopted a somewhat similar slogan. 
Not only must this decision be firm, but past 
experience with security affiliates leads to the 
definite conclusion that even subsidiary or 
affiliated concerns cannot carry on such related 
activities.
F u t u r e  P er il
To sum it all up, it might be said that the 
unholy alliance of the commercial banker and 
security affiliate, or investment banker and se­
curity affiliate, was an unfortunate departure 
from sound banking practice; that the new 
unholy alliance of commercial banker or in­
vestment banker and investment counselor has 
ahead of it pitfalls identical to the security 
combination; that the best qualified of invest­
ment counselors are, possibly, those with past 
training and experience in commercial and in­
vestment banking, but for the good of the 
banking profession, an absolute separation 
must be made of investment counsel service 
from any and all related banking activities. By 
recognizing such to be the case, bankers will,
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no doubt, forestall future legislation similar 
to that incorporated in the Glass-Steagall Bank 
Act for eventual divorce of commercial banks 
and their security affiliates. While we have, 
more or less, accustomed ourselves to an 
avalanche of laws on all subjects, it is the 
writer’s opinion that anticipating an unfortu­
nate development will avoid the necessity for 
further laws and restrictions, and that this is 
far more to be desired. The New York Stock 
Exchange has been able to keep itself free of 
Federal and State supervision primarily be­
cause of its far-sighted policy of internal su­
pervision and public service. The commercial 
banker, and investment banker, as well as the 
investment counselor, to avoid the "red tape” 
of Federal and State supervision, must take a 
leaf out of the New York Stock Exchange 
book and do likewise.
Business Failures
By L. Dow L e d B e t t e r ,  Norfolk, Va.
I N the beginning let us get clearly in our 
minds the distinction between economic 
insolvency and bankruptcy.
Economic insolvency exists when liabilities 
exceed assets, a person being in a state of in­
solvency when he cannot, with what wealth 
he possesses, pay his debts. The insolvency of 
a person does not mean that he is unable to 
carry on his business—business is often carried 
on by means of credit; paying old debts by 
incurring new ones, and none of his creditors 
can institute legal proceedings for his so do­
ing. It is possible for him to regain a position 
of solvency, if he is fortunate.
Bankruptcy exists when this condition is 
recognized by a court of competent jurisdic­
tion, and usually implies failure. Bankruptcy 
means the closing of the estate of the bank­
rupt, and his legal discharge from further 
payments on liabilities unsatisfied by the court 
proceeding.
It is possible for a business to be started in 
an insolvent state, if started on borrowed 
capital. It is on normal failures we wish to 
base our discussion, not failures that have been 
such from the start.
There are two classes of business failures. 
First, those for which Management is respon­
sible, and second, those resulting from cir­
cumstances, such as the effect of present eco­
nomic conditions on many businesses, for 
which Management is not responsible.
Approximately four-fifths of the business 
failures in the United States result from, (a) 
Incompetence, (b) Lack of Capital, and (c) 
Poor Credit Management, all under the "Re- 
sponsibilities-of-Management” class.
Under the second class are those resulting 
from: (a) Competition, (b) Physical dis­
asters, and (c) General business and economic 
conditions.
We shall confine our thoughts to the first 
class, those for which Management is respon­
sible, discussing the three causes in the order 
named:
I n c o m p e te n c e . Incompetence means phy­
sical, intellectual or moral inability to per­
form a duty, or lack of qualifications for the 
performance of that duty.
Management, whether an individual or a 
Board of Directors, may be competent to 
manage certain phases of a business and ut­
terly incompetent with respect to other phases. 
Incompetence in Management may (and often 
does to the practicing professional accountant). 
manifest itself in the type of records kept, and 
the failure of Management to appreciate the 
value of good accounting records.
This demonstration of incompetence is 
forcefully brought to our attention in a recent 
report on "Causes of Business Failures and 
Bankruptcies of Individuals in New Jersey,” 
issued by the United States Department of 
Commerce. Less than one-half— 47.1 per cent 
— of a large number of failed businesses 
studied in a variety of lines kept adequate 
records of transactions. "The lack of records 
is frequently accounted for by owners,” says 
the report, "on the ground that the businesses 
are small, that the owners are too busy, or 
that they cannot afford to hire qualified book­
keepers or accountants. However, if one may 
judge the size of these concerns by their lia­
bilities, which indicate the amount of money 
that went into them, some of the largest kept 
either inadequate records or none at all.”
Lack of business records and accounting su­
pervision, then, must be given high rank 
among the inefficient methods and practices of 
incompetent Management, which each year 
forces a needlessly large number of Ameri­
can merchants, manufacturers, and other busi­
ness men into insolvency and bankruptcy.
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L a c k  o f  C a p ita l .  Lack of capital means, 
to use a common expression, "to operate on a 
shoe string.”
Lack of Capital is another cause of failure 
for which Management is responsible. Ap­
proximately one-third of the legal insolvencies 
in the United States are caused by lack of 
working capital. Working capital is the excess 
of current or liquid assets over current or 
immediate liabilities. Sometimes lack of work­
ing capital results from too rapid growth dur­
ing which working assets are converted into 
fixed assets. All business concerns require a 
certain minimum capital to start right. This 
limit should be known to management, and 
to launch a new enterprise without providing 
sufficient capital is capital mismanagement. 
Management could avert disaster caused by 
over-expansion by currently consulting a prac­
ticing professional accountant. For example, 
in estimating working capital requirements 
for a manufacturing concern the professional 
accountant would consider these factors:
(a) Amount and cost of raw material.
(b ) Labor cost.
(c) Overhead.
(d) Length of time in process of manu­
facture.
(e) Rate of turnover.
(f ) Terms of purchase and sale.
(g) How quickly working assets may be 
turned into cash.
(h) Variations in seasons of the year.
After determining the working capital re­
quirements, no act of Management should 
bring the amount below the minimum require­
ment, if the financing of the concern is to be 
kept favorable.
P o o r  C re d it  M a n a g e m e n t. Poor credit 
management means the loose extension of 
credit, without regard for the character of 
the debtor or his ability or willingness to meet 
his obligations.
Unwise credit, or Poor Credit Management, 
is a cause of business failure for which Man­
agement is also responsible. Quoting from the 
Department of Commerce report referred to 
above, "While large bad-debt loss on credit 
sales is a strain on a business, and may itself 
cause trouble, conditions are doubly bad when 
a high credit-loss percentage is found in com­
bination with a large proportion of sales on a 
credit basis.”
If a business is to be conducted on a sound 
basis, extensions of credit by Management 
must be preceded by credit investigations. The 
associations of credit men, and other trade 
bureaus are important agencies for assisting 
Management in securing information on the 
character, and ability, and willingness of pros­
pective customers to meet their obligations. 
The use of these organizations is an indication 
of good credit practice.
To sum up, then, we must see that the real 
cause of the majority of business failures and 
bankruptcies are these inefficient business prac­
tices :
(a) Inadequate records.
(b ) Failure to "take stock” of capital 
needs.
(c) Unwise credit extension.
The Certified Public Accountant, qualified 
as he is to diagnose all manner of business 
ills, if retained as a consultant by all going 
concerns, could be of immense assistance to 
Management in the efficient and intelligent 
conduct of business.
"Bankruptcies and other business failures 
unquestionably burden the distribution sys­
tem, causing enormous losses to those who fail 
and their creditors. They raise the cost of 
living to consumers, and are a disturbing 
factor in the business life of the community,” 
says the Department of Commerce report.
Certified Public Accountants, serving as 
consultants—-pointing out dangers and pitfalls 
of business and aiding Management in the 
prevention of many business ills— are render­
ing a greater service to Business in that capac­
ity than in the capacity of diagnostician, after 
illness sets in. Business men as a whole do 
not yet realize that, "an ounce of prevention 
is worth a pound of cure,” and too many wait 
too long to call the doctor.
PRIVATE CODE OF CONDUCT OF 
KING GEORGE 
"Teach me to be obedient to the rules of the 
game. Teach me to distinguish between senti­
ment and sentimentality, admiring the one and 
despising the other. Teach me neither to prof­
fer nor to receive cheap praise. If I am called 
upon to suffer, let me be like a well-bred beast 
that goes away to suffer in silence. Teach me 
to win if I may; if I may not, teach me to be 
a good loser. Teach me neither to cry for the 
moon nor to cry over spilt milk.”
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C. P. A. Examination Questions*
November, 1932
Practical A ccounting
Problem 7:
Theodore Mean met with accidental death on March 31, 1932, and his 
executor has employed you to investigate certain financial dealings which the 
decedent had conducted during the three months ending March 31, 1932. You 
find that his records consist of meager memoranda, among which is a diary 
disclosing the following transactions:
Jan. 20, 1932 Investments purchased (300 Highgate @  10) Check No.
Feb. 5, 1932 Investments purchased (Highgate @  8) Check No. A-4127. 7,000.00  
Mar. 10, 1932 Investments sold (Highgate @  12) Deposited in First Na­
tional B an k ............................................................................................. 20,000.00
Mar. 30, 1932 Investments purchased (Highgate @  11) Check No. A-4141 6,500.00
The executor who was Mean’s personal attorney tells you that his client’s 
only investment transactions during 1932 were a few purchases and sales of 
Highgate Apartment Hotel Corporation first mortgage bonds.
The bank holds a note dated March 30, 1932, executed for $16,500.00, 
secured by $300,000.00 of Highgate Apartment Hotel Corporation bonds as 
collateral. Due to the irregularities of a former employee of the bank a portion 
of its records has been destroyed so that there is no further tangible evidence 
available. A bank teller who handled the details of the bond transaction in­
forms you that Mean, during the latter part of January, 1932, borrowed from 
the bank 50% of the cost of his first purchase of bonds, and that as these bonds 
had no listed market value, whenever Mean made a purchase or sale his loan 
was increased or decreased to 50% of the value of the remaining bonds com­
puted on the basis of the price established by the latest purchase or sale.
From the above data, determine what the above transactions signify.
*The Service of Examination Questions conducted by The American Society furnishes practi­
cally twise as many questions in Theory, Auditing, Commercial Law, and Economics and Public 
Finance as could be used by any State Board for a four-hour examination period, and twice as 
many problems in Practical Accounting as would be required for two examination periods of four 
to five hours each. A Board using the service makes its own selections and adds any special ques­
tions or problems which it desires. The second part of the problems in Practical Accounting follows.
A-4103 $15,000.00
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Problem 8:
Y ou are engaged by Mr. R . E. D ixon to audit the books o f the Dixon 
Furniture Company, o f which he is the sole owner, for the year ending June 
30, 1932. From the following information revealed by your audit, prepare a 
balance sheet and statement o f profit and loss, including therein the proper 
provision for M r. D ixon’s Federal income tax for the fiscal year.
Prior to June 30, 1931, the company was engaged in the retail furniture 
business. Owing to the doubtful prospects for profitable business, M r. Dixon 
closed his display rooms on that date, sold his stock in bulk, and during the 
past year, has devoted his attention to liquidating the receivables.
The trial balance o f the proprietorship on June 30, 1932, per books, was 
as follows:
Account Dr. Cr.
Cash in First Trust Bank............................................ $ 22,821.32
Cash in Merchants State Bank (in receivership) . . 7,113.11
Installment contracts receivable...................................  618,322.05
Notes receivable........... ................................................  183,762.50
Inventory of reconditioned merchandise....................  3,851.45
Investments (at cost)...................................................  530,216.27
Office fixtures ................................................................  2,132.51
Automobile ..................................................................... 2,832.00
Residence (including cost of land, $5,000.00) . . . .  48,216.25
Reserve for depreciation— Fixtures............................. $ 1,695.60
Reserve for depreciation— Automobile......................  904.22
Reserve for depreciation—Residence........................... 6,381.79
Notes payable................................................................  15,000.00
6% First Mortgage on residence.................................  14,500.00
Accounts payable .......................................................... 432.75
Accrued interest ............................................................ 219.62
R. E. Dixon— Investment, June 30, 1931......... .. . .  1,117,058.04
R. E. Dixon— Personal................................................. 12,855.30
Unrealized profits.......................................................... 190,804.56
Profit and loss................................................................  4,312.31
Interest earned ..............................................................  41,302.30
Interest paid ..................................................................  2,575.14
Dividends received.......................................................  14,375.50
Profits realized ..............................................................  71,786.15
Sales of repossessed merchandise.................................  9,981.57
Cost of repossessed merchandise sold............... .. 12,754.35
Salaries ...........................................................................  23,850.00
Commissions.......................................... ........................ 175.00
Entertainment ................................................................  1,200.00
Rent— Office ..................................................................  900.00
Automobile expense— Gas and oil...............................  556.72
Telephone ....................................................................... 233.10
Supplies and postage.....................................................  651.14
Advertising ..................................................................... 142.75
Miscellaneous expenses................................................. 4,968.83
Totals .....................................................................$1,484,442.10 $1,484,442.10
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Installment contracts receivable were analyzed as follows:
Contracts On Contracts On
Which Pay- Which Payments
ments Are Not Are Being Made,
Status of Contracts Being Made But Delinquent
Installments paid to date...........
30 days past due...........................$22,524.81 $179,243.70
60 days past d u e ........................  5,259.25 51,668.42
90 days past d u e ........................  17,216.79 62,384.19
Over 3 months past due.............  6,161.55 8,170.64
Over 6 months past due.............  23,043.36 64,057.71
Total contracts ..................$74,205.76 $365,524.66
Total 
Balance Due 
on Contracts 
$178,591.63 
201,768.51 
56,927.67 
79,600.98 
14,332.19 
87,101.07
,322.05
Cash collected on accounts receivable during the year amounted to 
$239,287.17.
In reviewing the various accounts receivable with Mr. Dixon, you estimate 
that 30% of the $74,205.76 is possibly uncollectible. All accounts known to 
be bad have been written off, and where possible the furniture has been re­
possessed.
Mr. Dixon states that with the exception of one series of notes receivable 
totaling $955.00, all notes receivable will be ultimately honored. You find, 
however, that notes amounting to $32,481.56 are past due.
A recapitulation of the entries in the reconditioned merchandise account 
follows:
Particulars Dr. Cr.
Accounts receivable balances closed out...............................$ 9,846.90
Refinishing and reupholstering expenses............................. 5,161.69
Cartage on returned merchandise..........................................  397.21
Charges to repossessed merchandise sold............................. $11,554.35
Balance ...................................................................................... 3,851.45
$15,405.80 $15,405.80
Investments are composed of marketable securities with the exception of 
$12,000.00 in first mortgage bonds which are in default, both as to interest 
and prepayment of principal, and which had been deposited with a bondholders’ 
committee. The market value of the balance of the investments on June 30, 
1932, was $326,509.38. Of the $4,202.98 interest received on bonds, $2,500.00 
was received from 2 per cent tax-free covenant bonds.
Rates of depreciation that had been used in prior years were:
Residence............................................................ 5%
Office fixtures ...................................................10%
Automobile....................................................... 20%
No expenditures for capital assets were made during the last fiscal year 
Mr. Dixon estimated that fifty per cent of the mileage made by the automobile 
was for business purposes.
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Notes payable consisted of two 6% ninety-day bank loans, one for 
$10,000.00 due July 25, 1932, and a second for $5,000.00 due August 24, 1932.
The mortgage on Mr. Dixon’s home was dated November 27, 1930, and 
matures on November 27, 1935.
Mr. Dixon’s personal account contained the following entries:
Debits
Cash .................................................................................. $ 4,881.24
Repairs to automobile.....................................................  516.50
Wages—
Housekeeper ................................. ..........................  960.00
Cook .........................................................................  960.00
Gardener..................................................................  720.00
Chauffeur ................................................................  1,560.00
Alimony payments to divorced wife. ...........................  10,000.00
Miscellaneous household and personal bills................ 9,462.76
Maintenance of 17-year old son in French school (in
residence since 1 9 2 9 )................................................. 1,935.48
Business entertainment expenses...................................  1,114.26
Total debits..............................................................  $32,110.24
Credits—
Salary— $1,500 per month.............................................. $18,000.00
Business entertainment— $100.00 per month.............  1,200.00
Business expenses paid in cash by Mr. Dixon...........  54.94
Total credits ............................................................ 19,254.94
Balance ..................................................................... $12,855.30
Profit and loss had been charged with balances of accounts receivable 
amounting to $7,846.25 which were written off because the debtors had moved 
and could not be located. The same account had been credited with collections 
received on accounts previously written off.
Cost of repossessed merchandise sold had been charged with the rental of 
a workshop, $1,200.00, and with the book costs of merchandise sold.
Miscellaneous expenses were made up of the following items:
Expense Amount
Life insurance premium.........................................................................$2,452.99
Taxes on real estate................................................................................ 1,205.41
Packing and crating material..............................................................  189.24
Salvation Army ....................................................................................  500.00
State Association for Cultural Improvement...................................... 250.00
Window washing and general cleaning............................................  180.00
Fire insurance on residence..................................................................  91.19
Policemen’s pension fund.............................................................. 100.00
Total ............................................................................................... $4,968.83
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Mr. Dixon has no taxable income, nor allowable deductions other than 
those appearing on the proprietorship books.
Following are the Federal income tax rates pertaining to the calendar years 
1931 and 1932:
Year
Normal tax rates 1931 1932
First $4,000 above exemptions...................................... 1½% 4%
Second $4,000..................................................................  3 8
Over $8,000.......................................................................  5 8
1931 1932
Surtax rates Rate Total Rate Total
$ 12,000 to $ 14,000............................... 1% $ 40 3% $ 140
14,000 to 16,000............................... 2 80 4 220
16,000 to 18,000............................... 3 140 5 320
18,000 to 20,000............................... 4 220 6 440
20,000 to 22,000...............................  5 320 7 580
22,000 to 24,000...............................  6 440 8 740
90,000 to 92,000...............................  19% 10,140 43% 18,820
92,000 to 94,000...............................  19 10,520 44 19,700
94,000 to 96,000...............................  19 10,900 45 20,600
96,000 to 98,000................. .............  19 11,280 46 21,520
98,000 to 100,000................. ............. 19 11,660 47 22,460
100,000 to 150,000................. .............  20 21,660 48 46,460
150,000 to 200,000.................. ...........  20 31,660 49 70,960
Problem 9:
From the following balance sheets at December 31, 1930 and 1931, of 
Ryan, Ryan and Ryan, a partnership engaged in real estate development and 
promotion, and supplemental data, submit a statement of application of funds 
for the intervening period. No worksheet therefor need be prepared. The books 
are kept on an "installment-cash” basis of accounting, and because of this 
peculiar method of accounting and the nature of the business, your statement 
should indicate the principal items of income and expense, on a strictly cash 
basis, as funds received and applied, respectively, and should disregard the usual 
custom of grouping the various items comprising working capital.
December 31
Assets 1930 1931
Cash in bank.................................................................. $ 960.24 $ 1,120.33
Real estate bonds............................................................ 1,580.00 1,130.00
Receivables ..................................................................... 2,160,365.66 1,993,203.72
Contract with Village of Spa...................................... 165,831.51 165,691.84
Real estate held for sale............................................... 326,667.21 303,730.85
Advances to Coral Islands Corporation....................  732,671.23 631,495.38
Office furniture and fixtures (n et)............................. 3,994.76 3,078.75
Total assets $3,392,070.61 $3,099,450.87
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Liabilities and Net Worth
Bank Loans.....................................................................$ 146,894.00 $ 97,787.00
Special Loan from partner............................................  133,708.20 117,675.52
Taxes payable ................................................................  48,045.16 54,481.42
Other liabilities...................... .......................................  7,480.97 46,374.25
Mortgage n otes..............................................................  35,500.00 24,600.00
Reserve for development..............................................  45,321.00 27,918.00
Unrealized profits.......................................................... 1,645,588.46 1,512,578.25
Realized undistributed profits...................................... 1,329,532.82 1,218,036.43
Total liabilities and net worth....................$3,392,070.61 $3,099,450.87
Other information follows:
1. Receivables represent principally balances owing on installment sales 
of vacant real estate lots, and are payable over a period of from one to five 
years:
December December 
Particulars 31, 1930 31, 1931
Real estate installment contracts................................. $1,962,334.07 $1,796,705.35
Accrued interest thereon..............................................  32,336.14 57,412.20
Sundry.............................................................................. 165,695.45 139,086.17
Total .......................................................................$2,160,365.66 $1,993,203.72
Analysis of changes in installment contract receivables:
Contracts Unrealized Profit
Accrued Accrued
Particulars Principal Interest Principal Interest
Balance—January 1, 1931. .$1,962,334.07 $ 32,336.14 $1,495,465.97 $ 32,336.14 
Net cancelled sales and net
gross loss thereon— 1931. 2,090.88* 28,117.54*
Interest charges— 1931 . . . .  114,032.95 114,032.95
Cash received and gross 
profit thereon—
Collections in 1931 on all
contracts............. ........  218,313.83* 88,956.89* 165,169.56* 88,956.89*
Collections in 1931 and 
prior years on contracts
cancelled in 1931.........  54,775.99 41,776.76
Bal.— December 31, 1931. .$1,796,705.35 $ 57,412.20 $1,343,955.63 $57,412.20
*Red.
Upon cancellation of a real estate contract the following bookkeeping 
procedure is followed:
(a) The sale is reversed at the original sales price, and the cost of the 
lot is reinstated in the inventory account at cost.
(b ) All collections to date of cancellation are transferred to "Cash re­
ceived on contracts cancelled” as shown in the statement of profit and loss.
There were no charges made to sundry receivables during 1931.
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In addition to the above, unrealized profit was affected by the following:
(a) Unrealized profit on contract with Village of Spa. In 1925 the part­
nership installed a water system in a subdivision annexed to the Village of Spa. 
The cost was charged to the reserve for development. On January 5, 1930, an 
agreement was reached with the Village providing for the reimbursement of 
the cost by payment to the partnership of 20% of the receipts from water bills 
issued to users in the subdivision. A credit offsetting the receivable appears 
in unrealized profits.
( b) Accrued real estate taxes which are deferred to the year of payment.
2. Special assessments paid during 1931 on real estate held for sale were 
$3,090.30.
3. Advances to Coral Islands Corporation, a winter resort, 90% of whose 
stock is owned by the partners individually, decreased as follows:
Charge-off as bad debt of interest regarded as earned on ac­
cumulated advances from 1926 to 1930, inclusive..................$122,117.66
Less— Cash advances and liabilities assumed by partnership
during 1931 ..................................................................................  20,941.81
Net change................................................................................$101,175.85
4. Changes in the account of office furniture and fixtures were as follows:
Balance—January 1, 1931.....................................................................$3,994.76
Purchase of typewriter...........................................................................  120.00
Allowance on typewriter: cost, $120.00; depreciation accrued
thereon, $80.00 .................................................................................. 40.00*
Depreciation expense 1931..................................................................  996.01*
Balance— December 31, 1931..................................................... $3,078.75
*Red.
5. "Other” liabilities consisted of current expenses; those at December 31, 
1930, were paid in full during 1931.
6. Of the $600,000.00 originally set up as a reserve for the improvement 
of subdivision acreage, $45,321.00 remained unexpended on December 31, 
1930, and $27,918.00 at December 31, 1931, the decrease representing expendi­
tures on the construction of streets and sidewalks. The balance will be ex­
pended during the next few years on other improvements.
7. Changes in the net worth accounts are analyzed below:
Realized 
Unrealized Undistributed 
Particulars Profit Profit
Balance—January 1, 1931.......................................... $1,645,588.46 $1,329,532.82
Net realized profit.......................................................  133,010.21
Net loss on "installment-cash” basis for the year
ending December 31, 1931...................................  22,646.99
Withdrawals by partners............................................  88,849.40
Balance— December 31, 1931 $1,512,578.25 $1,218,036.43
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8. Following is a summary of profit and loss for 1931, prepared by the 
bookkeeper:
Gross profit realized on collections—
Installment contracts....................................................... $165,169.56
Interest .............................................................................  88,956.89
Village of Spa..................................................................  139.67 $254,266.12
Income from cancellations—
Total cash received to date of cancellation.................... $ 54,775.99
Less— Gross profit reported above or in prior years. . 41,776.76 12,999.23
Commissions received.......................................................... 5,767.68
Total income................................................................ ............... $273,033.03
Less— Expenses—
Bad debts ......................................................................... $122,117.66
T axes..................................................................................  48,045.16
Depreciation of furniture..............................................  996.01
Depreciation of bonds.....................................................  450.00
Other expenses ................................................................  124,071.19 295,680.02
Net lo ss .........................................................................  $ 22,646.99
Problem 10:
In making your annual examination of the records of a manufacturer of 
paints for the calendar year 1931, you learn that during the year 1931 the 
company opened a retail store in order to liquidate the "private-label” mer­
chandise it had previously sold and was able to recover from an insolvent 
customer. The merchandise, which was taken in satisfaction of an account 
receivable of $17,396.50, had cost the manufacturer $6,315.12 to produce, 
and had been sold to the customer for $8,420.16. Further investigation 
reveals that shipments of merchandise had been made to the store out of the 
factory stockroom but that no entries were made on the general books; the 
shipping records showed that paints costing $2,733.40 had thus been transferred.
Following is an analysis of the account due from the customer:
Date Ref. Dr. Date
Subtotal $159,816.29 Subtotal
7-31-31
7-31-31
8-31-31
9-30-31
10-31-31
11-30-31
12-31-31
Balance
$159,816.29
Ref. Cr.
$142,419.79
CR 500.00
J *5,396.85
CR 1,100.00
CR 1,000.00
CR 1,500.00
CR 2,550.00
CR 1,750.00
3,599.65
$159,816.29
* Represents 50% of account receivable estimated by you at December 31, 1930, 
as being uncollectible, and set up in the reserve for bad debts at that date.
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No books were kept at the store except duplicate sales invoices, invoices 
for purchases, and check book. The sales invoices showed that sales totaling 
$10,427.36 had been made during 1931; the purchase invoices showed that 
purchases totaling $598.02 had been made, composed of outside merchandise 
$563.95 and store supplies $34.07. The check book contained the following
information:
Cash received from—
Cash sales ..............................................................$8,529.47
Collections on charge sales.................................  1,708.70
-------------  $10,238.17
Cash disbursed for—
Transfers to main office......................................$8,400.00
Rent of store............................................................ 450.00
Salary of clerk.......................................................  600.00
Payment of purchases..........................................  598.02
-------------  10,048.02
Balance in bank, December 31, 1931........................  $ 190.15
Following is the store inventory at December 31, 1931:
Factory
Selling Estimated 
Purchase Manufacturing Price to Retail
Class of Merchandise Price Cost Customers Value
Recovered from customer....................  $1,508.96 $2,011.95 $2,148.75
Factory shipments ...............................  543.87 796.80
Outside purchases ............................... $44.06 66.09
Prepare an adjusting journal entry to correct the company’s books as at 
December 31, 1931.
Problem 11:
Following is a summary of the investments and net worths of J. R. Bruce 
Company and Larton Manufacturing Company at December 31, 1931:
J. R. Larton
Investments, at cost—  Bruce Co. Mfg. Co.
4,000 shares Larton Mfg. Co..................................... $ 36,000.00
1,000 shares J. R. Bruce Mfg. Co............................  $10,000.00
Net worth—
Capital stock—
5,000 shares issued and outstanding................ $50,000.00
10,000 shares issued and outstanding............. $100,000.00
Earned surplus—
Balance, January 1, 1931...................................  4,963.84 6,487.16
Net loss— Year ending December 31, 1931...........  2,496.22 8,962.80
If a consolidated balance sheet were prepared, what portion of the con­
solidated deficit would apply to the minority stockholders of that company? 
Devise a formula that may be applied to obtain the minority interest in the 
consolidated surplus or deficit.
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Solution to problem 7 of the May, 1932, Examination Service of The American Society, 
published on page 492 of the August, 1932, issue.
The solution of this problem may be accomplished very easily without the aid of a 
working sheet.
While reading the problem, the candidate may indicate on the Balance Sheet, by use 
of the key letters given in the "information,” the various accounts which require 
adjustment.
After this step is completed and the candidate forms a clear mental picture of his re­
vised Balance Sheet, he will experience no difficulty in presenting a correct solution.
MNX RESTAURANT SUPPLY COMPANY 
BALANCE SHEET 
March 31, 1932 
ASSETS
Currents Assets:
Cash in Bank..................................................... $ 24,986.52
Less—Bank Overdraft ...................................  68.20
$ 24,918.32
Petty Cash Funds..............................................  1,000.00 $25,918.32
Accounts Receivable:
Customers’ Accounts ................................. $206,510.11
Employees .....................................................  6,428.12
$212,938.23
Less—Reserve for Bad Accounts...............  17,914.05 195,024.18
Notes Receivable:
Not yet due...................................................$ 11,078.00
Past due .......................................................  3,000.00 14,078.00
Accrued Interest Receivable............................. 218.80
Inventories, cost or market—whichever is lower:
Raw Materials.............................................. $ 14,540.02
Work in Process............................................  41,210.38
Finished Goods ($59,930.36 pledged as
security for bank loan of $40,000) . . . .  95,090.61
$150,841.01
Factory Supplies (at cost)........................  674.76 151,515.77
Total Current Assets $386,755.07
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Deposits with Telephone and Electric Com­
panies ............. ..................................................
Fixed Assets, as appraised by the General Ap­
praisal Company as of March 31, 1932:
Land ................................................................ . $ 50,000.00
Building ............................................................$ 94,793.33
Machinery .........................................................  76,135.25
Furniture and Fixtures...................................  5,631.36
Automobiles .....................................................  4,306.66
$ 180,866.60
Less—Reserve for Depreciation....................  82,131.23 98,735.37
Total Fixed Assets...................................
Deferred Charges:
Unamortized Bond Discount........................  $ 9,702.67
Prepaid Interest on Bank Loans....................  200.00
Unexpired Insurance Premiums....................  344.29
Total Deferred Charges..........................
Goodwill................................................................
Total Assets ............................................
LIABILITIES
Current Liabilities:
Bank Loans (secured by warehouse receipts
of $59,930.36)............................................  $ 40,000.00
Accounts Payable..............................................  99,111.11
Accrued Wages................................................. 1,125.03
First Mortgage Bonds, due March 31, 1933 10,000.00
Total Current Liabilities........................
Fixed Liabilities:
First Mortgage 6%  Bonds, due in annual in­
stallments of $10,000 until March 31,
1938, when balance becomes due.............  $100,000.00
Installment due March 31, 1933, included in
Current Liabilities, above..........................  10,000.00
Total Fixed Liabilities.............................
Total Liabilities........................................
NET WORTH
Capital Stock:
Preferred— 1,000 shares, 6%  Cumulative,
par $100....................................................... $100,000.00
Common— 5,000 shares, no par value, at
stated values of $10 per share.................. 50,000.00
500.00
148,735.37
$ 10,246.96 
1.00
$546,238.40
$150,236.14
90 ,000.00
$240,236.14
$150,000.00
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Surplus:
Earned Surplus:
Balance, April 1, 1931............................... $111,874.95
Less— Loss for year ending, March 31,1932 9,654.29 102,220.66
Paid-In Surplus ............................................... 5,000.00
Revaluation Surplus..........................................  48,781.60
Total Net Worth...................................... 306,002.26
Total Liabilities and Net Worth...........  $546,238.40
Note:
The company is contingently liable for:
(1) Customers’ Notes Discounted.......................................................................$10,000.00
(2) Dividends on preferred stock for the year ending, March 31, 1932.. . 6,000.00
Total ............................................................................................................ $16,000.00
THE AMERICAN ASSOCIATION OF 
UNIVERSITY INSTRUCTORS IN 
ACCOUNTING
The annual convention of this Association 
was held at Cincinnati, Hotel Sinton, Decem­
ber 28th and 29th, in connection with the 
annual meeting of the American Economic 
Association.
The attendance, while slightly smaller than 
previous years, was good. The papers covered 
a wide range. Members of The American So­
ciety appearing on the program were: Howard
C. Greer, Chicago, Illinois, President, who 
discussed "The Present Status of Accountancy 
Teaching,” at the annual dinner; Sidney G. 
Winter, University of Iowa, who spoke on 
"Accounting for the General Business Student 
in the School of Business” ; Charles J. Rowland, 
Pennsylvania State College, who discussed 
"The Method of Teaching Elementary Courses 
Through the Cost Accounting Approach” ; 
Hermann Clinton Miller, Ohio State Univer­
sity, who spoke on "The Experiment of a Five- 
Year Plan for Training Specialists” ; B. G. 
Graham, President, Ohio Society of Certified 
Public Accountants, who spoke on "Methods 
for General Financial Accounting” ; E. L. 
Kohler, Editor of The Accounting Review, who 
presented "The Need for Research in Account­
ing” ; F. H. Elwell, of the University of Wis­
consin, who spoke on "Standards of Account­
ing Training”'; and George W. Rossetter, of
Chicago, who was called on to speak from the 
standpoint of an active practitioner.
The election of officers for the ensuing year 
resulted as follows: President, George H. New­
love, University of Texas; Vice-Presidents, Jas. 
L. Dohr, Columbia University; Howard S. 
Noble, University of California, and Harvey
G. Meyer, University of Tennessee; Secretary 
and Treasurer, Charles F. Schlatter, Univer­
sity of Illinois; Editor of The Accounting 
Review, Eric L. Kohler, Chicago.
COUNCIL ON ACCOUNTING RESEARCH
As outlined in the October issue of The Cer­
tified Public Accountant by President Greer, a 
Council on Accounting Research has been 
established by the Association of University 
Instructors in Accounting. The originial sug­
gestion for such a move was made by E. L. 
Kohler, the Chairman of a joint commit­
tee appointed by the University Instructors 
and The American Society. While corres­
pondence has been had between the President 
of the University Instructors and the members 
of the Council, its first meeting was held Thurs­
day afternoon following the last session. Those 
present were: Messrs. Greer, Illinois; Elwell, 
Wisconsin; Fernald, New Jersey; Finney, 
Illinois; Kohler, Illinois; Littleton, Illinois; 
Newlove, Texas; Rosenkampff, New York; 
Rossetter, Illinois; Scovill, Illinois; Springer,
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District of Columbia; and Stevenson, Min­
nesota.
A thorough discussion was had with refer­
ence to the type of organization which it was 
felt would be the most productive of the re­
sults and the type of research which it would 
be well to undertake. Howard C. Greer was 
elected as temporary chairman of an Executive 
Committee to consist of five members, and 
authorized to correspond with the members 
of the Council for the purpose of electing four 
others to serve with him for one year or until 
the Council might adopt another type of organ­
ization. The executive Committee thus selected 
was authorized to arrange the various sugges­
tions that had been made as a result of the pre­
liminary correspondence, and present the same 
to the Council for such selections as may be 
made concerning topics to be considered dur­
ing the coming year.
THE ONE-MAN TOWN
This story concerns an Omaha wholesale 
house and a customer-merchant in an Iowa 
cross-roads town. A shipment of goods re­
ceived by the customer was rejected as un­
satisfactory.
The wholesaler prepared to institute suit for 
collection, and wrote to the railroad agent 
located at the village about the arrival of the 
merchandise; to the president of the bank for 
information concerning financial standing of 
their customer; to the mayor of the city asking 
him to recommend a good lawyer to handle 
their case; and to the merchant himself, 
threatening suit, if he did not make payment 
at once. This reply was received:
"I received your letter telling me I had 
better pay up.
"I am the railroad agent here, and received 
the letter you wrote about the shipment.
"I am the president and sole owner of the 
local bank, and can assure you as to my finan­
cial standing.
"As mayor of the city, I hesitate to refer 
you to a lawyer, since I am the only member 
of the bar in this vicinity.
"If I were not the pastor of the only church 
here, I would tell you to go to hell.”— Credit 
Executive, December, 1932.
MANY WAYS OF W RITING THE 
SAME THING 
From W a v e r l y  P re s s  K a le n d s
The ploughman homeward plods his weary 
way.
The weary ploughman plods his homeward 
way.
The ploughman, weary, plods his way home­
ward.
His homeward way the weary ploughman 
plods.
The weary ploughman homeward plods his 
way.
His homeward way the ploughman weary 
plods.
The ploughman weary homeward plods his 
way.
His way the weary ploughman homeward 
plods.
His way the ploughman, weary, homeward 
plods.
Weary, the ploughman homeward plods his 
way.
His way the ploughman homeward weary 
plods.
Weary the ploughman plods his homeward 
way.
His weary way homeward plods the plough­
man.
Homeward his way the weary ploughman 
plods.
Homeward the ploughman plods his weary 
way.
The ploughman homeward weary plods his 
way.
Homeward his way the ploughman, weary 
plods.
His weary way the ploughman homeward 
plods.
Homeward his way plods the weary plough­
man.
His weary way homeward the ploughman 
plods.
Homeward the weary ploughman plods his 
way.
The ploughman weary his homeward way 
plods.
Weary the ploughman his way homeward 
plods.
The ploughman plods his weary homeward 
way.
Weary, his homeward way the ploughman 
plods.
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STATE SO CIETY NEWS
CALIFORNIA
In a recent issue of Southern California 
Business, the monthly magazine of the Los 
Angeles Chamber of Commerce, it was noted 
that the profession is represented in the classi­
fied pages as follows:
”Accountants (certified public). For list of 
local members of the California State Society 
of Certified Public Accountants, call or write 
Secretary, 1204 Title Guaranty Building, Mich­
igan 8671.”
* * 
CONNECTICUT
Members of The Connecticut Society of Cer­
tified Public Accountants from all parts of the 
State, together with their guests, gathered at 
the Hotel Barnum, Bridgeport, at a testimonial 
banquet to J. William Hope, C.P.A., State 
treasurer-elect.
Out-of-town members and guests were wel­
comed to Bridgeport by Mayor Edward T. 
Buckingham, who was a guest of the Society.
Immediately following the dinner, the presi­
dent of the Society, Walter A. Musgrave, of 
Hartford, was introduced by Milton H. Fried­
berg, of Bridgeport. Mr. Musgrave extended 
to Mr. Hope the congratulations of the Society 
on his election to the State office. Charles F. 
Coates then spoke on behalf of the State 
Board of Accountancy.
The following committee was appointed to 
prepare and present to Mr. Hope an engraved 
resolution as an expression of the Society’s 
esteem in Mr. Hope’s election as treasurer of 
the State of Connecticut: Charles F. Coates, 
Hartford; Walter A. Musgrave, Hartford; 
Lewis Sagal, New Haven; Milton H. Fried­
berg, Bridgeport.
Preceding the dinner the winter meeting of 
the Society was held. A paper on "Municipal 
Accounting and Budgeting” was read by Guy 
Cambria, of Middletown. Following this 
presentation the subject was given lengthy dis­
cussion by the various members, and the fol­
lowing resolution adopted:
"Resolved: that The Connecticut Society of 
Certified Public Accountants sponsors the fol­
lowing features for the improvement of muni­
cipal accounting:
"1. Coordination of the date when taxes be­
come due and payable with the date of com­
mencement of the budget and fiscal years, so 
that property tax collections may be available 
when expenditures against appropriations are 
begun for the fiscal year for the purpose of 
eliminating the large interest cost now resultant 
from tax anticipation notes occasioned by prop­
erty taxes becoming due and payable several 
months after the fiscal year begins.
"2. That property taxes may be collected in 
quarterly installments throughout the year for 
which appropriations are financed to relieve 
taxpayers from the burden of single or two 
payments as are now permitted by the statutes.
"3. That statutory provision be made for a 
town bookkeeper, who may be the town treas­
urer, in order to centralize the bookkeeping 
records of the towns of the State, with the ex­
ception of records of the tax collector, and 
discontinue the present practice of sections of 
the records being kept by the Selectmen, Treas­
urer, and Board of Education. This revision 
would permit of the financial status of a town 
being determined from one system of records 
at one location.
"4. That the present statutes be revised to 
require that one town auditor be appointed 
instead of the present practice of election of 
two persons; and that an appointee must pos­
sess at least five years’ experience in double­
entry bookkeeping or be a Certified Public Ac­
countant.”
After considerable discussion, it was voted 
to authorize the appointment of a Legislative 
Committee for the purpose of cooperating at 
the next session of the State Legislature, which 
convenes in January, in matters relating to 
municipal accounting. The following com­
mittee was appointed: Charles F. Coates, Hart­
ford; George F. Campbell, Hartford; Guy 
Cambria, Middletown; J. William Hope, 
Bridgeport; Milton H. Freidberg, Bridgeport.
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DISTRICT OF COLUMBIA
The fall meeting of the District Institute of 
Certified Public Accountants was held on No­
vember 17, 1932, at the Ambassador Hotel, 
Washington.
John A. Reilly, Vice-President of the Fed­
eral American National Bank, and lecturer on 
Credits and Finance, was guest speaker.
* * *
FLORIDA
The regular semi-annual meeting of the 
Florida Institute of Accountants was held at 
the Mayflower Hotel, Jacksonville, on Decem­
ber 2 and 3, 1932.
Interesting reports were read by officers and 
the various committee chairmen.
Mr. Frank Butler gave an interesting and 
instructive address on the State Inheritance 
Tax Laws of Florida.
Ocala was selected as the meeting place 
for the annual meeting to be held in June.
The Jacksonville Chapter of the Florida 
Institute of Accountants has recently issued a 
twelve-page pamphlet on "Continuous Month­
ly Audits,” the subject matter of which has 
been approved by every member bank of the 
Jacksonville Clearing House Association. The 
document does not carry a membership list, but 
its distribution cannot help but strengthen the 
connection between bankers and accountants 
by helping to educate the business men to 
whom it has been sent.
* * *
GEORGIA
The November issue of the President’s Bul­
letin, in addition to local news items quotes 
from Minnesota, Texas, and North Carolina 
society bulletins, and from Forbes.
The Georgia Society of Certified Public Ac­
countants has issued a Directory, as of Novem­
ber 15, which is quite certain to be preserved 
by the various business organizations receiving 
it. One sentence is extremely pat, "The 
Georgia Society of Certified Public Account­
ants is composed of certified public accountants 
who have shown their interest in accountancy 
as a profession by endorsing the objects and 
laws of the Society.” Then follow the Objects 
and the Rules of Professional Conduct. There 
is also given a list of the various services which 
the C. P. A. is equipped to render the business 
public. This is followed by a directory of the 
officials and various committees on Legislation,
Education, Meetings, Professional Cooperation 
and Publicity. This is followed by a list of the 
officers of the chapters at Atlanta, Macon, and 
Savannah. The alphabetical arrangement of 
all members, with an asterisk to indicate those 
who are not engaged in public practice, and 
then a list of the firms with principals repre­
sented in the membership completes not only 
an interesting, but a neat presentation of the 
profession in Georgia to the business interests 
of Georgia.
* * *
KANSAS
A group of Kansas accountants met at the 
Jayhawk Hotel, Topeka, on October 17, 1932, 
and completed the organization of The Kansas 
Society of Certified Public Accountants.
A committee consisting of Messrs. H. W. 
Gifford, Chairman; V. A. Smith and R. N. 
Simmons, had been appointed at a meeting 
held on August 6, 1932, on the occasion of 
Arthur Upleger’s visit, to revise the constitu­
tion and by-laws of the old Kansas Institute 
of Certified Public Accountants and to report 
at a later meeting. The committee invited W. 
T. Newman, the last president of the old In­
stitute, and J. D. M. Crockett to meet with it 
on September 10th. At the meeting held in 
October the report of this committee was 
submitted and adopted.
Officers elected are: President, W. T. New­
man of Topeka; Vice-President, J. D. French, 
Topeka; Secretary-Treasurer, J. D. M. Crock­
ett, Kansas City; Directors, W. H. Moberly, 
Wichita, and R. N. Simmons, Abilene.
* * *
LOUISIANA
The quarterly meeting of the Society of 
Louisiana Certified Public Accountants was 
held on November 10, 1932, at the Roosevelt 
Hotel.
Louis H. Pilie, Vice-President of the So­
ciety and Professor of Accounting, was the 
principal speaker of the evening, having as 
his subject "Our Employees Are College 
Trained.”
George A. Treadwell, Secretary of the So­
ciety, who was vice chairman over Professional 
Organizations, Speakers’ Bureau of the New 
Orleans Community Chest, gave a five-minute 
talk on the Community Chest Drive.
Reports of the various committees were 
heard and many matters of importance to the
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society were discussed and disposed of.
The Louisiana Society is sponsoring its sec­
ond Educational Radio Program over WWL. 
The first address in this series was made by 
Rene J. LeGardeur on December 2nd on the 
subject "The Relation of Public Accountancy 
to Modern Business.” On December 9th 
Archie M. Smith spoke on "The Responsibili­
ties of the C.P.A.” On December 16th Louis
H. Pilie was the speaker on the subject of 
"System and Budgetary Services.” Darby Sere 
talked on December 23rd on "The Value of 
the Unqualified Certificate.” On December 
30th Henry J. Miller will discuss "The 1932 
Federal Income Tax Law,” and on January 
6th Thomas A. Williams, president of the 
society, will conclude the series with reasons 
"Why a State Society of Certified Public Ac­
countants ?”
*  * *
MARYLAND
The Maryland Association of Certified 
Public Accountants held a dinner meeting on 
November 22, 1932, at the Emerson Hotel, 
Baltimore, jointly with the Baltimore Chapter 
of the National Association of Cost Account­
ants, the Society of Industrial Engineers, the 
Baltimore Association of Credit Men, and the 
Baltimore Group of Controllers.
There were four hundred in attendance and 
among the distinguished guests were Mayor 
Howard W. Jackson of Baltimore City, Ed­
mund R. Stewart, State Auditor of Maryland; 
William J. Casey, Chairman of Baltimore 
Committee on Efficiency and Economy; How­
ard C. Beck, City Auditor of Baltimore; How­
ell A. King, Executive Dean, University of 
Baltimore; W. Frank Roberts, Maryland State 
Chairman 5th Reserve District of the Share- 
the-Work Movement, Harry A. Hopf of Harry 
A. Hopf and Company, Management En­
gineers, New York City.
The principal speaker of the evening was 
Harry A. Hopf whose subject was "Today’s 
Challenge to Management.” Short addresses 
were made by Mayor Jackson on "The City 
Budget,” W. F. Roberts on "Share-the-Work 
Movement,” and W illiam J. Casey on "Im­
portance of the Meeting.”
There were soprano solos by Jean Griffith 
Benge, and Circus acts by courtesy of Boumi 
Temple, Shriners. Dancing was enjoyed until 
the morning hours.
MICHIGAN
The Eighth Annual Michigan Accounting 
Conference was held at Ann Arbor, Novem­
ber 10th, under the joint auspices of the Uni­
versity of Michigan School of Business Ad­
ministration, the Michigan Association of 
Certified Public Accountants, and the Michi­
gan Society of Public Accountants. The ses­
sions were held at the Michigan Union. In 
the afternoon the ladies were entertained in 
the Alumnae Room of the Michigan League 
Building. The attendance at the three meet­
ings started with in the neighborhood of fifty 
and closed with nearly a hundred.
Harold L. Moran, President of the Society 
of Public Accountants, presided at the morning 
session, which was given over to a discussion 
on the "Amplification of Financial State­
ments.” Mervyn B. Walsh, of Detroit, made 
the first presentation and was followed by 
Robert E. Payne, President of the Illinois So­
ciety of Certified Public Accountants, who 
spoke on "Current Assets,” Max D. Harris, 
Lansing, who discussed "Liabilities,” and D. 
M. Kimball, of Detroit, who discussed "Capi­
tal Stock and Surplus.” Following the papers, 
questions were asked and answered.
At noon a luncheon was given for members 
and guests, following which Francis E. Ross, 
of Ann Arbor, Chairman of the Committee on 
Arrangements, presented Alexander G. Ruth­
ven, President of the University of Michigan, 
who welcomed the group to the University, 
and expressed his belief in the value of the 
work in which they were engaged.
Ludvig C. Nielsen, President of the Michi­
gan Association of Certified Public Account­
ants, presided at the afternoon session. The 
first speaker was Clare E. Griffin, Dean of the 
University of Michigan School of Business 
Administration, who spoke on "Business Ad­
ministration in an Unstable World.” He was 
followed by George D. Bailey, of Detroit, in­
troduced by C. J. Lynch, Vice-President of the 
Association, who discussed "Current Trends 
in Public Accounting.” Alexander Wall, Sec­
retary of the Robert Morris Associates, closed 
the afternoon session with an address on "The 
Importance of Being Accurate.”
At the banquet, William A. Paton, of Ann 
Arbor, a professor, a practitioner of account­
ancy, and a member of the City Council, acted 
as toastmaster. Music was furnished by the
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University of Michigan Glee Club, the Uni­
versity String Trio, and The Vagabonds. The 
speaker of the evening was Eric L. Kohler, of 
Chicago, editor of The Accounting Review, 
who took as his text, "Trends Toward Finan­
cial Standards.”
The Michigan Association of Certified Pub­
lic Accountants held its regular monthly meet­
ing on December 8, 1932, with an attendance 
of 119.
Mr. George E. Neal, Revenue Agent in 
Charge in Detroit, addressed the meeting on 
"The Accountant and Income Tax Procedure.” 
In addition he touched on the new Revenue 
Act and presented fifteen timely questions and 
answers. * * *
MINNESOTA 
The November meeting of the Minnesota 
Society of Certified Public Accountants was 
held on Tuesday, November 22nd, at the 
Campus Club, University of Minnesota, with 
dinner at 6:15 p. m.
Dr. Herbert Heaton, Professor of Economic 
History at the University of Minnesota, was 
the speaker of the evening, his subject being 
"Four Centuries of Business Recovery.” Fol­
lowing Dr. Heaton’s talk there was an in­
formal discussion which lasted over an hour.
* * *
MISSISSIPPI 
The Mississippi Society of Certified Public 
Accountants held its annual convention at the 
Robert E. Lee Hotel, Jackson, Mississippi, on 
November 26, 1932.
Reports of officers and committees were 
heard, and other matters of importance to the 
public accountants were discussed. The society 
has decided to issue a folder along educational 
lines, to be sent to State, county, and city of­
ficials, also the trade and business interests of 
the State, with a view of acquainting the pub­
lic with the value of the C.P.A. certificate.
Mr. Harry Jay, President of the Tennessee 
Society of Certified Public Accountants was the 
guest speaker, and he gave a fine address and 
stressed greater cooperation between the ac­
countants of the State.
The following officers were re-elected: 
President, Roy C. Brown, Meridian; Vice- 
President, C. E. Powell, Greenwood; Treas­
urer, Glenn M. Goodman, Laurel; Secretary, 
Stewart J. Parker, Jackson. Directors: Robert
H. Crook, and J. D. Meadows, Meridian, and
Nelson E. Taylor, Greenwood.
At the banquet Saturday evening, attended 
by the accountants, their wives and guests, 
Mr. Louis Jiggitts, Secretary of the State Bar 
Association, acted as chairman, and introduced 
the following guests who made short talks: 
Mr. H. N. Eason and Mr. Leigh Watkins of 
the State Tax Commission; Mr. Asa Russman 
of the U. S. Internal Revenue Department; 
also Mr. Harry Jay of Memphis, who brought 
greetings from the Tennessee C.P.A. Society. 
Those present were favored with several vocal 
selections by Mrs. W. C. Radebough, accom­
panied by Mrs. Lampley.
* * *
MONTANA 
The annual meeting of the Montana Society 
of Certified Public Accountants was held in 
Great Falls on October 28th and 29th, at the 
Rainbow Hotel.
The first day of the meeting was occupied 
with general discussions by the members on 
matters pertaining to the furtherance of the 
accounting practice in Montana, the C.P.A. 
law now in effect and some possible changes 
in the law that may be proposed at the next 
session of the Legislature.
Officers and directors elected for the com­
ing year were: President, F. S. Jacobsen; Sec­
retary-Treasurer, George F. Du Vall; Direc­
tors, E. E. Murray, R. L. Thomas, Ed Mathie­
son, F. S. Jacobsen, and Hugh D. Galusha.
* * *
NEBRASKA 
The Nebraska Society of Certified Public 
Accountants held its monthly meeting on 
Thursday, December 15th, at the Hotel 
Conant, Omaha.
Mr. F. M. Croxson, General Agent for the 
Equitable Life Assurance Society of the United 
States spoke on the subject of "Business Life 
Insurance.” William Bryden, C.P.A., member 
of the society, presented a paper on the sub­
ject "Composition of Reports on Annual 
Audits,” following which there was a round 
table discussion of the various ideas presented 
by Mr. Bryden.
The Committee on Professional Ethics sub­
mitted a proposed code of ethics, action on 
which will be taken at a future meeting.
*  *  *
OKLAHOMA 
The Oklahoma Society of Certified Public
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Accountants is carrying on a publicity campaign 
through The Oklahoma Banker and The 
Employer. The Public Relations Committee 
has prepared copy for the entire series. It is, 
therefore, certain that over a period of one 
year the State Society, together with well- 
appointed stories concerning public account­
ancy, will be brought to the attention of the 
bankers and business men of Oklahoma each 
month.
* * *
PENNSYLVANIA 
The November meeting of the Philadelphia 
Chapter of the Pennsylvania Institute of Cer­
tified Public Accountants was held Tuesday, 
November 22, 1932, at the Manufacturers and 
Bankers Club. The guest of the evening was 
Mr. Samuel Ardron, Jr., Secretary-Treasurer 
of the Philadelphia Association of Credit Men, 
who addressed the meeting on the subject of 
"Fighting Commercial Fraud,” and the activi­
ties of the Fraud Prevention Department of 
the Credit Men’s Association.
From his address, we quote the following: 
"The Fraud Prevention Department of the 
Credit Men was established in 1925, and func­
tioned until about July 15, 1932, when the 
current economic conditions forced the curtail­
ment of its operations to a limited scope. Dur­
ing the period 2,530 persons were indicted 
and 1,292 convictions resulted from the in­
vestigations undertaken.
"The investigations covered such frauds as: 
"(1 ) Concealment of assets in bankruptcy. 
"(2 ) Using the mails to defraud creditors. 
"(3 ) Obtaining credit or goods on false 
and fraudulent financial statements. 
" ( 4 ) Violations of the Bankruptcy Law. 
"The investigation department operated on 
the basis of no compromise with crime, and 
it refused to turn its activities into a matter of 
accepting collection or settlement of claims in 
lieu of punishment for frauds committed. It 
always considered that the proper method for 
handling an individual guilty of a fraudulent 
act was to take him out of the economic life 
entirely, and see to it that punishment was 
meted out.
"The effectiveness of the services rendered 
is indicated by the fact that the types of fraud 
named above decreased 331/3% in the four 
years of operation, and that many millions in 
potential losses were saved, and many thou-
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sands of dollars in concealed assets were re­
covered.
"It is hoped that the curtailment of the 
operations of the department will not be for 
long, for those who are interested in the con­
tinuance of this work feel that the advent of 
better times and better economic conditions 
will again bring the department actively for­
ward to combat for the benefit of business 
generally, fraudulent practices in the com­
mercial field.”
From Mr. Ardron’s address the general 
opinion of the Chapter members present was 
that when these fraudulent practices were un­
dertaken definitely by any business house the 
services of certified public accountants by such 
people were seldom, if ever, called for. It 
appears that in most cases the records kept 
were such as not to show a clear history of the 
business transactions, and as stated by the 
speaker, it very often happened that no records 
were kept at all.
The speaker urged that the Chapter under­
take the sponsoring of education towards bet­
ter methods in handling business so that the 
credit world might be assisted in driving out 
of business the dishonest debtor whose ulti­
mate aim is to profit from failure.
* * *
SOUTH CAROLINA 
At the annual meeting of the South Caro­
lina Association of Certified Public Account­
ants, held in Greenville, on November 8th, 
L. C. Dodge of Spartanburg, was reelected 
President, John M. Palm of Greenville, was 
elected Vice-President, and H. S. Blanton of 
Spartanburg, was elected Secretary-Treasurer.
*  *  *
WASHINGTON 
The November C.P.A., issued by the Spo­
kane Chapter of the Washington Society, an­
swers the question, "Who will have to pay a 
State income tax?” if the law which was initi­
ated was favorably acted on at the November 
8th election.
The C. P. A. for December, official organ of 
the Spokane Chapter, contains answers to sev­
eral pertinent tax inquiries.
* * *
WYOMING
The annual meeting of the Wyoming So­
ciety of Certified Public Accountants was held 
in Casper on November 19th, at which time
the following officers were elected: President, 
Thos. C. Spears; Vice-President, Hosea M. 
Hantz; Secretary-Treasurer, Edmonds Knittle.
Following the business session a banquet 
was held at the Hotel Henning. Mr. W. M. 
"Scotty” Jack, a member of the State Legisla­
ture, was the guest of honor.
Wyoming is the latest State Society to uti­
lize a Bulletin as a medium of disseminating 
information and creating interest. Vol. I, No.
1,  has gotten off to a good start.
ANNOUNCEMENTS
J. E. Kraus and J. P. Ostreicher, Certified 
Public Accountants, and Associates, announce 
the continuance of their practice of account­
ancy under the firm name of Kraus, Ostreicher 
& Co., Certified Public Accountants, 274 
Madison Avenue, New York City.
* * *
M. E. Lerner, C.P.A., announces the re­
moval of his offices to the Homeward Build­
ing, 484 Ann Street, Hartford Connecticut.
* * *
E. A. Vogele, C.P.A. announces the open­
ing of an office for the general practice of ac­
counting at 1205 Fountain Square Building, 
Cincinnati, Ohio.
* * *
Espinoza & Ragland, Certified Public Ac­
countants, announce the removal of their of­
fices to 1115 Bankers Building, 629 South 
Hill Street, Los Angeles, California.
* * *
E. Franklin Odor, C.P.A., announces the 
removal of his office to 910 Chandler Build­
ing, Washington, D. C.
* * *
William R. Winn, C.P.A., has opened an 
office for the practice of accountancy on his 
own account at 317 Pine Street, Room No. 
318, Williamsport, Pennsylvania.
* * *
R. C. Maihofer and C. C. Moore, Certified 
Public Accountants, announce the formation 
of a partnership under the firm name Mai­
hofer & Moore, Certified Public Accountants, 
315 Hackley Union National Bank Building, 
Muskegon, Michigan.
* * *
Announcement is made of the dissolution
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of the partnership of Elliott, Andrews and 
Ivy, of Memphis, Tennessee, by the with­
drawal of Edward S. Elliott.
Mr. Elliott will continue in the practice of 
accounting under the old established firm of 
Edward S. Elliott & Co., with offices in the 
Bank of Commerce Building, Memphis. 
Messrs. Fred E. Ivy and Thomas A. Andrews 
will continue their practice under the firm 
name of Elliott, Andrews & Ivy.
* * *
Wilford W. King, C.P.A., announces the 
opening of an office for the conduct of a 
general accounting practice at 204 Dillingham 
Transportation Building, Honolulu, Hawaii.
* * *
D. E. Short, Jr., C.P.A., and attorney-at- 
law, and L. E. Swinebroad, C.P.A., announce 
their association for the general practice of 
accountancy under the firm name of Short, 
Swinebroad & Associates, with offices at 80 
Wall Street, New York City, and 128 Eighth 
Avenue, North, Nashville, Tennessee.
* * *
S. Roger Mitchell and Otto P. Schmalzl 
have formed a partnership for the general 
practice of accountancy under the firm name 
of S. Roger Mitchell & Co., Certified Public 
Accountants, Northcourt Building, White 
Plains, New York.
* * *
L. K. Watkins, C.P.A., announces that the 
practice heretofore conducted by his office, un­
der the style of Pace, Gore & McLaren, will 
be continued under his own name in the 
Liberty Bank Building, Buffalo, New York.
* * *
A. Henry Baum, C.P.A., announces the re­
moval of his office to 22 East 40th Street, 
New York City, where he will continue in 
the general practice of accountancy.
* * *
Felix E. Mueller, C.P.A., announces the 
opening of an office for the general practice 
of accountancy at 950 Dierks Building, Kansas 
City, Missouri.
* * *
Announcement is made of the association 
of Raymond L. Adams, Tax Consultant, and 
J. Thomas Edge, C.P.A., as Adams & Edge, 
for the practice of accountancy in the Citizens 
and Southern National Bank Building, At­
lanta, Ga.
Andrew H. Blass, C.P.A., announces the re­
moval of his offices to Suites 1A and 1B, Club 
Floor, William Penn Hotel, Pittsburgh, Pa.
* * *
Joseph J. Reiss, Jack D. Presser, and Jerome 
Sonnabend, Certified Public Accountants, an­
nounce the formation of the partnership, Reiss, 
Presser & Sonnabend, Certified Public Ac­
countants, under which name they will con­
duct their accounting practice at the Lefcourt 
Building, Newark, New Jersey.
* * *
The firm of Neville, McIver, Barnes & Co., 
has recently been dissolved. John T. McIver 
has opened an office at 401 Liberty Bank & 
Trust Co. Building, Savannah, Ga. M. H. 
Barns has associated with him W. C. Askew, 
Jr., G. L. C. Hunter, J. J. Mooney, and A. H. 
Waite, Jr., and will continue the practice of 
accountancy under the firm name of M. H. 
Barnes & Company, with offices at 506-512 
Liberty National Bank Building, Savannah, 
Georgia.
* * *
William R. Thompson, C.P.A., has recently 
moved from Duluth, Minnesota, where he has 
practiced for five years, and opened offices in 
Minneapolis, retaining his Duluth office. He 
has become associated with the American Busi­
ness College at Minneapolis as Business Man­
ager.
 * * *
Robert Douglas & Company, Certified Pub­
lic Accountants, 1 Federal Street, Boston, an­
nounce the removal of their office in Law­
rence, Massachusetts to the Bay State Building.
* * *
A. Joel Jackson, M. Lu Goodman and Ed­
ward T. Caton, Jr., Certified Public Account­
ants, announce the opening of offices for the 
general practice of accountancy as Jackson, 
Goodman & Caton, Certified Public Account­
ants, at Suite 501-2 Law Building, Norfolk, 
Virginia.
* * *
Oscar J. Bernstein, C.P.A., announces the 
removal of his offices to the National Press 
Building, Washington, D. C.
* * *
J. Ernest McLaughlin and Company are 
now located at 1224 Hodgson Building, Min­
neapolis, Minnesota.
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NOTES
An evening school of accountancy offering 
a complete three-year course has been opened 
by the American Business College of Minne­
apolis. The new school is under the personal 
direction of William R. Thompson, C.P.A., of 
Minnesota and Wisconsin, with offices at Du­
luth and Minneapolis.
W. B. Haselmire, C.P.A., of Casper, Wyom­
ing was elected District Governor at the recent 
District Convention of the Colorado-Wyoming 
Kiwanis District, held at Boulder, Colorado.
Colonel Ayres, who is opposed to inflation 
and insists that national economy must be ad­
justed to lower price levels, proposes two 
plans which the government might adopt. He 
suggested the creation of international ex­
changes of raw materials designed to work 
down excessive stocks. This might be accom­
plished by barter, the existence of the war 
debts being used as a basis of such bargaining. 
He also suggested an amendment to the Fed­
eral Bankruptcy Law to permit reorganization 
of capital structures of corporations not able 
to meet their obligations when due and to 
prevent minorities from successfully opposing 
such reorganizations.
The National Auditgram, the official organ 
of the National Conference of Bank Auditors 
and Controllers, published in its December 
issue, an address given by Charles D. Hamel, 
first Chairman of the United States Board of 
Tax Appeals, at their recent regional con­
ference on "The Bank as Tax Adviser.”
Real Estate Magazine recently carried an in­
teresting article by J. B. C. Woods, C.P.A., 
New York City, on "Federal Taxation as it 
Affects Real Estate Interests.”
Our English friends seem to be having some 
troubles in connection with their C. A. exami­
nation situation. The Examination Committee 
of the Institute of Chartered Accountants re­
cently announced that instead of presenting 
ten questions in each of the subjects they were 
going to try the plan of only presenting six, 
each carrying a higher value than heretofore. 
It is expected that the candidates will furnish 
more complete answers under the new plan to 
the questions propounded than they did under 
the old scheme.
H. M. Kimpel, member of The American 
Society from Ohio, has been appointed Direc­
tor of Finance of the City of Cleveland 
Heights, Ohio.
State Board News
CALIFORNIA 
Announcement is made of the appointment 
of Gilbert S. Gilbertson of Fresno, as a mem­
ber of the State Board of Accountancy to suc­
ceed George M. Thompson, whose term has 
expired.
*  *  *
COLORADO 
William Trant of Denver, has been ap­
pointed to the Colorado Board of Account­
ancy to succeed George W. Maynard whose 
term has expired. The Board has reorganized 
as follows: President, Julius von Tobel; Sec­
retary, Arthur L. Baldwin; Treasurer, William 
Trant.
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JJUST PUBLISHED—a book of constant help in handling one of the accountant's most difficult problems:
Real Estate Appraisal 
and Valuation
By PHILIP W. KNISKERN
President, American Institute of Real Estate Appraisers;
Director, National Association of R eal E s ta te  B oards.
TH E values at which land, buildings, leases, and other real estate items are carried on the books of those interested in them always 
present an important and difficult problem to the accountant.
At this time of the year particularly, when you are thinking about 
taxes and annual statements, we are greatly pleased to offer you, in 
Kniskern’s Real Estate Appraisal and Valuation, a publication which 
will be of constant assistance to you in the above connection.
Mr. Kniskern is an appraiser of national reputation. Any word 
from him on this subject carries authority.
Makes Possible Proof and Justification of Values
His book provides a standard, not only to real estate men, but to 
everyone concerned, like yourself, with real property values. I t  is a 
clear treatment of the methods which professional appraisers use to 
arrive at values which can be justified and proved —  values which will 
stand up under criticism or attack from any quarter.
With this book a t hand, you can subject real estate values to 
systematic examination. I t  will help you to define specific reasons for 
confirming or dissenting with existing valuations. I t  will help you to 
gauge accurately the worth of equities of any kind in a property, as 
those of banks, lessees, and mortgagees; and, where necessary, indi­
cate action necessary to protect their safety. I t  will help you in the 
difficult task of making far-sighted suggestions for refinancing re­
quired; or, if a  company is readjusting its capital values, it will offer 
a sound basis for making or checking the necessary revaluations.
A Suggestion of the Ground Covered
I . Value. Value defined. Capital and 
money. Investments. Market prices. 
Buyer —  seller —  speculator.
H. Mortgages. Security and equity 
margins. M ortgages —  prevention, 
salability, and appraisal. Examples of 
modern financing.
H I. Appraisals. Importance of ac­
curate methods. The appraiser. Titles, 
estates, liens.
IV . Determination of V alue. The
valuation process. Income valuation. 
Physical valuation. Land. Buildings. 
Gross income. Security and certainty 
of income. Expenses, capital charges, 
and other deductions. Capitalization 
rate. Interest tables and their use. 
Capitalization. Illustrations of capi­
talization procedure. Analysis of some 
present methods. Equity valuations. 535 Pages. Price, $6.00.
Sent for 5 Days’ Examination
IF  YOU come in contact in any way with real estate values, we should like to send 
you a copy of this book so that you can 
see for yourself the tremendous advantage 
it gives you in handling the problems in­
volved. The price of the book is $6.00. 
You risk nothing —  the book will be sent 
you postpaid and with 5-day examination 
privilege. Use the “ on approval”  form.
The Ronald Press Company
15 East 26th St., New York, N. Y.
------  ----  —  ------------  U SE T H IS  ORDER F O R M ------------------- —  —
 The Ronald Press Company, Dept. M-562 
 15 East 26th Street, New York, N. Y .
 Send me a copy of Kniskern’s Real Estate Appraisal and Valuation. Within five days after its receipt, I  will send 
you the price, $6.00. Or, if the book is not satisfactory, 
 will return it to you.
Name_
(Please Print)
Firm -
Title or 
Position
Business Address 
City--------------------- State-
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Illustrates a method of posting ledger, with 
typewritten description, and distributing to 
columnar journal or continuous tape in one 
operation. Several related records written at 
the same time if desired.
Describes how speed is increased by reduction 
of manual operations in posting statement, 
ledger and proof journal. New simplicity in 
posting.
A descriptive, itemized statement and skeleton 
ledger, both originals made in one operation.
The "Unit” plan of posting Accounts Receivable 
records. Statement, ledger and proof journal 
posted in one operation—all with complete 
typewritten description.
How greater production is obtained from fully 
automatic operation is described in this folder 
on posting ledger, statement and proof journal 
—all originals—in one operation.
Prompt information on the condition and rev­
enue value of every account is given by this plan 
of posting ledger, statement and proof journal 
in one operation.
MA IL TH IS  C O U P O N
BURROUGHS ADDING MACHINE CO. 
6411 Second Boulevard, Detroit, Michigan
Please send me, without charge or obliga­
tion, folders numbered__________________
I am interested also in other folders on the 
subjects checked below.
□  Payroll □  Figure Distribution
□  Stores Records □  Accounts Payable
□  Billing □  General Accounting
Name_________________________________
Address.
Accountants everywhere are interested in 
these folders that show how accounting 
expenses of their clients can be reduced 
under present-day conditions.
You will probably want several or all of 
these folders on Accounts Receivable and 
other subjects. They describe how business 
can take advantage of the new machines and 
new features which Burroughs has recently 
developed to help cut accounting costs and, 
at the same time, to bring greater speed and 
thoroughness to every phase of accounting.
You can obtain the folders shown—or 
similar folders on other accounting  
subjects—by telephoning the local Bur­
roughs office, or by mailing the coupon.
Burroughs
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To those who 
plan to take 
the next C.P.A. examination
IN addition to its regular 
Course, the International 
Accountants Society, Inc., 
offers a special Coaching 
Course for Accountants who 
are planning to take the 
C. P. A. Examination.
This Course will be supplied 
only to those who are already 
competent accountants, as no 
attempt is made to teach gen­
eral accounting in this course. 
The instruction is pointed 
directly at the C.P.A. Exami­
nation.
Something more than a 
knowledge of accounting is 
necessary to insure success in 
the examination room.
Solving examination prob­
lems is vastly different from 
the usual work of making
Particularly noteworthy 
features of the training are:
190 problems in Practical Accounting 
with solutions and comments
100 questions and answers in Account­
ing Law
100 questions and answers in Auditing
100 questions and answers in Theory 
of Accounts 
Elaborate explanations and comments 
that include, in addition to the finished 
statements or solutions, such items as 
suggestions for “Notes to the Examiner,” 
working sheets, side calculations, use of 
proper terminology, and discussions of 
authoritative opinions.
Problems and questions (1) actually 
used in a C. P. A. or an A. I. A. examina­
tion, or (2) specially prepared to train 
the candidate in handling certain points 
likely to be encountered in the examination.
Personal correction, criticism, and grad­
ing of every examination paper by a 
Certified Public Accountant who has him­
self passed the C. P. A. examination. 
There are sixteen such Certified Public 
Accountants on the Active Faculty of the 
International Accountants Society, Inc.
audits, installing systems, or 
conducting investigations. 
Many men with little or no 
practical experience can solve 
C. P. A. problems readily— 
many others with years of 
experience flounder pitifully in 
the examination room. WHY? 
The candidate is required to 
work at top speed. He must 
work with limited information. 
He has to construct definitions. 
Very often it is necessary for 
him to use unusual working 
sheets.
The C.P. A. Coaching Course 
given by the International 
Accountants Society, Inc., 
prepares you to meet such 
conditions. The fee is $42, and 
the text consists of twenty 
lessons.
A BOOKLET, "How to Prepare for the C.P.A. Examination," is available for those 
who are interested. For a free copy, just write your name and address below and mail.
International Accountants Society, Inc.
A Division of the ALEXANDER HAMILTON INSTITUTE
 To the  International Accountants Society, Inc.,  3411 South Michigan Avenue, Chicago, Illinois.  
Send me the special booklet, "How to Prepare for the C. P. A. Examination,” 
which describes your special Coaching Course for Accountants.
 Company..
Address
WHEN ANSWERING ADVERTISEMENTS MENTION THE CERTIFIED PUBLIC ACCOUNTANT
The Certified Public Accountant
DEVOTED TO T H E  IN TERESTS OF T H E  C. P. A., H IS  CLIEN T, AND T H E  PUBLIC W ELFARE
V o l . XIII FEBRUARY, 1933 No. 2
Editor: D u r a n d  W . S p r in g e r . All communications should be addressed to the editor. 
Published monthly by The Accountants Publishing Company, National Press Building, W ash­
ington, D. C. Publication office: 1406 East Franklin Street, Richmond, Virginia. Subscription 
price: A year of 12 issues, $2.00; twenty cents a copy. Entered as second-class matter, January, 
1932, at the post office at Richmond, Virginia, under the act of March, 1879.
”Little progress can be made by merely attempting to repress what is 
evil; our great hope lies in developing what is good.”
— C a l v in  C o o l id g e .
The President’s Page
Great Americans
By R a l p h  W . E. C o l e ,  C.P.A
FEBRUARY brings to us the remembrance of two events of tremendous importance in the history of these United States. I refer, of course, to the 
fact that in this month there were born in this country the two outstanding 
patriots of our history. While memory endures, Virginia and Illinois may 
well be proud of these two Americans —  heroes, statesmen, patriots both.
W e revere Washington as the father of his country. W e hail Lincoln as 
the savior of the Union. The record of the lives of these two men is bound 
inseparably into the history of their country and ours.
The eloquence of our orators has been exhausted in its tributes to the lives 
and characters of these two men, and the subjects have not yet been done 
justice. Let us consider briefly some of the splendid things which have been 
said about them:
"The birthday of Washington is celebrated everywhere in commemoration 
of his matchless virtues —  and his sublime triumphs.”
"His name and memory is still tenderly cherished by a grateful people 
and an admiring world, cherished, honored and admired wherever men do 
homage to military genius, to heroic achievement, to self-sacrificing devotion.” 
Lord Brougham’s unique eulogy is, "It will be the duty of the historian 
and sage in all ages to let no occasion pass without commemorating this 
illustrious man —  and until time shall be no more, a test of the progress which 
our race has made in wisdom and virtue, will be derived from the veneration 
paid to the immortal name of Washington.”
It was Washington who laid down as the cardinal maxim of our foreign 
policy: "W e must keep good faith with the rest of the world.”
George Washington is embalmed in the hearts of all of his countrymen 
as "the greatest of the sons of men.”
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From the many noble utterances concerning Abraham Lincoln, we have 
selected the following:
"In the zenith of his fame he was the wise, patient, courageous, successful 
ruler of men; exercising more power than any monarch of his time, not for 
himself, but for the good of the people who had placed it in his hands; com­
mander-in-chief of a vast military power, which waged with ultimate success 
the greatest war of the century; the triumphant champion of popular Govern­
ment, the deliverer of four million of his fellow men from bondage; honored 
by mankind as Statesman, President and Liberator.”
Abraham Lincoln was of the common people, and it is said of him: "When 
he came to the White House to take his seat among the rulers of the earth, he 
refused to put on manners foreign to his bringing up, but remained the same 
unaffected, genuine, hard-headed, clear-eyed, and fearless son of the West, 
meeting slander with whimsical humor, wearing success with simple modesty, 
enduring reverses, disaster, threats, and misunderstanding with manly faith in 
himself, in the people, in God.” 
"If you ask what kind of people Americans are, there stands our truest 
representative, Abraham Lincoln, of Illinois.”
In the darkest days of our history, "The sagacity, patience, and wisdom of 
Lincoln were proved to the whole country.”
Somewhere I have read that the greatness of man lies in his ability to inter­
pret his age, and that the greatest man is he who comes the nearest to being 
the "servant of all.”
As we briefly review the qualities of character, which stimulate our patriot­
ism and exalt our ideals, we find that the sum-total of their purpose in life was 
embodied in the Constitution, and to the preservation of justice and right for 
their fellow citizens.
As their devotion was to America and its ideals, so may we carry on the 
work begun by them by our loyalty to America, our devotion to American 
institutions, and by self-sacrifice for their advancement. Too many of our indus­
trial troubles today may be traced to the fact that some Americans have not 
kept faith with others.
The memory of these two great patriots is precious to us all and, while we 
may not be great in the sense that they are great, yet we may partake of great­
ness by following, in the opportunities which open to us, the example of these 
who have served in the larger way. Not what is expedient, but what is true; 
not a policy method, but a course of action determined by principle which, if 
practiced by us all, will put our profession well forward as truly progressive.
International Congress on Accounting
The first advance announcement of the International Congress on Account­
ing, to be held in London the week of July 17, 1933, has been received.
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The President of the Congress will be the Right Honorable Lord Plender; 
Vice-President, Sir James Martin, and Secretary, Honorable G. Colville. The 
sponsoring bodies are: the Society of Accountants in Edinburgh, the Institute 
of Accountants and Actuaries in Glasglow, the Society of Accountants in Aber­
deen, the Institute of Chartered Accountants in England and Wales, the Society 
of Incorporated Accountants and Auditors, the Institute of Chartered Account­
ants in Ireland, the Corporation of Accountants, and the London Association 
of Accountants.
The headquarters of the Congress will be Grosvenor House, Park Lane, 
London, W . I.
Monday, July 17th, will be occupied with a service at Westminster Abbey 
in the morning, presidential address at Grosvenor House in the afternoon, and 
a reception in the evening.
Tuesday the subjects for discussion are: "International Finance,” "Exchange 
Fluctuations in Relation to Accounting as Regards Operating Results and As­
set Values,” "Control of Charges and Profits of Statutory Undertakings.” The 
evening will be occupied with a theatre party.
Subjects for discussion on Wednesday are: "Holding and Subsidiary Com­
panies, Accounting Principles Involved in the Treatment of Earnings and 
Valuations of Holdings,” "Accounting as an Aid to Commerce,” "Mechanical 
Accounting,” "Capitalist Combinations in Industry in the Light of Present-Day 
Needs.” In the evening the banquet will be held in Guildhall.
Thursday will be occupied in sight-seeing, golf, and in the afternoon a 
garden party at Ovenden House, given by Lord and Lady Plender. In the eve­
ning the accredited delegates will be privately entertained at dinner.
The subjects announced for discussion on Friday are: "The Auditor’s Re­
sponsibility in Relation to Balance Sheets and Profit and Loss Accounts from 
the British, Continental, and American Points of View,” "Depreciation and 
Obsolescence, Methods of Dealing with the Same, Including Annual Ap­
praisals.” The closing ball will be held Friday evening at Grosvenor House.
Monday, Tuesday, and Wednesday, July 24th, 25th, and 26th, delegates 
and accountants from abroad are invited to visit Scotland or Ireland, where 
they will be entertained by the Scottish and Irish organization members of the 
sponsoring bodies.
Details as to other entertainment and visits will be issued later. Special 
arrangements will be made for the entertainment of ladies.
The headquarters office will be established at Grosvenor House on Monday, 
July 10th, after which date delegates and visiting accountants may have their 
letters addressed to them there.
The Secretary of The American Society will be glad to answer inquiries 
from those who have in mind the possibility of visiting England at that time.
The delegates already named by The American Society are, John T. Madden, 
T. Coleman Andrews, Adolphe Rafter, James F. Welch, John Berg, Alexander 
S. Banks, Arthur C. Upleger, and W m. Gordon Buchanan.
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A Single National Organization?
T HE question raised by the heading has 
twice, some years ago, been considered by 
committees representing the American Insti­
tute and The American Society. Since then, 
from time to time, individual members of 
both organizations have suggested that one 
national body would be better for the pro­
fession than two.
The New York State Society of Certified 
Public Accountants has initiated a conference 
movement for the purpose of securing a care­
ful consideration of all the professional prob­
lems involved.
In the January issue of its monthly Bulletin 
the following announcement was made:
"A resolution providing an approach to the 
discussion of one national organization of ac­
countants was unanimously approved at a 
regular monthly meeting of the Board of Di­
rectors of The New York State Society of 
Certified Public Accountants, held on October 
26, 1932. All standing and special committee 
chairmen of the Society were invited to the 
meeting, and a majority attended, joining with 
the Directors in the unanimous vote.
"The resolution is as follows:
'Resolved, That in view of the desirability 
of the profession of accountancy being rep­
resented by one national organization, the 
president of this Society be authorized and 
instructed to appoint a committee of five 
members to approach the American Institute 
of Accountants and The American Society of 
Certified Public Accountants with a view to 
bringing about a merger or such other form 
of consolidation as will bring about the exist­
ence of but one national organization; and 
that this Society invites and welcomes the co­
operation of other State societies of certified 
public accountants and the said national or­
ganizations in attempting to accomplish the 
desired result.’
"In compliance with the foregoing resolu­
tion, the following letter was sent by the 
president of the Society, with the approval of 
the Board, to the presidents of the two na­
tional organizations:
New York, December 16, 1932.
'Dear Sirs:
'At a meeting of the Board of Directors and
committee chairmen of the New York State 
Society of Certified Public Accountants, held 
on October 26, 1932, the following resolu­
tion was unanimously adopted:
"Resolved, That in view of the desirability 
of the profession of accountancy being repre­
sented by one national organization, the presi­
dent of this Society be authorized, and in­
structed to appoint a committee of five 
members to approach the American Institute 
of Accountants and The American Society of 
Certified Public Accountants with a view to 
bringing about a merger or such other form 
of consolidation as will bring about the exist­
ence of but one national organization; and 
that this Society invites and welcomes the co­
operation of other State societies of certified 
public accountants and the said national or­
ganizations in attempting to accomplish the 
desired result.”
'The subject matter of the above resolution 
is of such vital importance to the accountancy 
profession as a whole, the time so propitious 
for constructive and prompt action along the 
broad lines enunciated in the resolution, and 
the unanimity of opinion among so many 
members of the Society so apparent, that I am 
prompted to proceed with cautious considera­
tion for the ultimate success of the movement.
'For this reason, I have withheld formal an­
nouncement of the appointment of the com­
mittee until you have been informed of the 
action of our Board.
'The presidents of the various State socie­
ties are being invited to cooperate in this 
movement in accordance with the provisions 
of the resolution.
'I shall be pleased to have any helpful sug­
gestions you may care to make in furtherance 
of the objects to be accomplished.’
"On the same day the following letter was 
mailed to the presidents of the State organiza­
tions of Certified Public Accountants with 
copies of the letter to the presidents of the 
national organizations attached:
December 16, 1932.
'Dear Sir:
'There is enclosed copy of a letter addressed 
to the presidents of the American Institute of 
Accountants and of The American Society of
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Certified Public Accountants containing a reso­
lution passed by the Board of Directors of 
The New York State Society of Certified 
Public Accountants, at a meeting held on Oc­
tober 26th.
'In accordance with that resolution, I am 
pleased to invite the cooperation of your So­
ciety in this movement, and shall appreciate 
your acceptance at an early date.’
"Immediately following the acknowledg­
ment of the letters to the presidents of the 
national organizations, the president of the 
Society proceeded to a consideration of the ap­
pointment of a committee on National Or­
ganization, to study the situation in so far as 
it concerns the membership of the Society.
"The attitude of the president and the board 
of directors of the Society favors the assump­
tion of the initiative, at this time, by the na­
tional organizations.
"The president expressed the desire that the 
membership of the Society afford its executive 
group ample time to study the broad principles 
upon which the matter should be approached. 
Th is was asked so that nothing less than the 
result of mature thought and consideration 
would be submitted to the membership.”
On receipt of the letter from the President 
of the New York State Society, President Cole 
replied as follows:
"My dear Colonel Carter:
"The receipt of your letter under date of 
December 16, 1932, addressed to Mr. John
F. Forbes and myself, is hereby acknowledged, 
it having been forwarded to me from the 
Washington office, and only received this 
morning.
"Your tactful consideration in handling 
this matter is, I assure you, highly appreciated, 
and a statement of the position of The Ameri­
can Society will be forwarded to you as 
promptly as is possible. A matter of this im­
portance must necessarily be communicated 
to the Directors of the Society. There will, 
however, be no unnecessary delay. I quite ap­
prove of your caution in this matter, and hope 
that all of our officers and directors may be 
familiar with the proposition before it be­
comes necessary to make it public.”
President Cole then took up the matter with 
the Executive Committee of The American 
Society, and on their authorization addressed 
the following communication to the members
of the Board of Directors:
"Gentlemen:
"There is enclosed herewith copy of a letter 
dated December 16, 1932, addressed jointly 
to the President of the American Institute of 
Accountants and the President of The Ameri­
can Society of Certified Public Accountants, 
written by A. H. Carter, President of the New 
York State Society of Certified Public Ac­
countants. There is attached also a copy of 
my acknowledgment to Colonel Carter.
"In accordance with the procedure contem­
plated by our Constitution, the members of 
our Executive Committee have been conferred 
with, by mail of course, and this office is now 
privileged to submit the letter of Colonel 
Carter for your earnest and serious considera­
tion.
"Colonel Carter has well said that the sub­
ject matter of the resolution passed by the 
New York State Society is of Vital importance 
to the accountancy profession as a whole.’ I 
am asking the Board of Directors for authori­
zation for the appointment of a committee on 
cooperation in the consideration of this ques­
tion, with committees which may be appointed 
by other organizations.
"You will notice that this committee is in­
tended to 'coöperate in the consideration of 
this question,’ with other committees. It must 
necessarily report to the Board of Directors, 
and the Board of Directors to the member­
ship before any definite action may be taken. 
Having in mind the objectives for which The 
American Society was organized and the close 
relations existing between the various State 
Societies and The American Society, our rea­
son will require a sympathetic compliance with 
all of the suggestions contained in the letter 
from the New York Society.
"I believe also, that courtesy demands the 
appointment of a committee as promptly as 
possible. For your convenience, as well as that 
of this office, am enclosing a ballot on which 
you may, if you will, indicate your desires in 
this matter.
"The prompt return of the vote from each 
voting director and from each honorary mem­
ber of the Board will be very much ap­
preciated.
"There are many, many considerations 
which will necessarily receive attention before 
the proposals of the resolution may be ac­
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complished, and it may be that the Board 
would prefer to entrust preliminary considera­
tions, and contacts with committees of other 
organizations, to the Executive Committee 
which is already functioning under the Con­
stitution. However, feel perfectly free to ex­
press your preference in this matter, as none 
of this committee are particularly sensitive. 
Any committee which is selected, of course, 
will be vitally interested in the welfare of the
profession and the means of best accomplish­
ing the objectives of it.
"After you have returned the ballot, will 
you not under separate cover give me a letter 
expressing your reaction to the proposition, 
sending a copy of that letter to each member 
of the Executive Committee, Messrs. Homer 
A. Dunn, George P. Ellis, Henry J. Miller, 
and D. W. Springer.”
A further report will be made next month.
Independent Audits Required 
by New York Exchanges
UNDER date of January 6, 1933, Richard Whitney, President of the New York 
Stock Exchange, announced that after July 1, 
1933, independent audits will be required of 
the annual reports of all corporations listed 
on the Exchange. The statement was as fol­
lows:
"Since April of 1932 all corporations ap­
plying for the listing of their securities upon 
the New York Stock Exchange have been asked 
to enter into an agreement to the effect that 
future annual financial statements published 
more than three months after the date of the 
agreement shall be audited by independent 
public accountants qualified under the laws of 
some State or county, and shall be accom­
panied by a certificate of such accountants 
showing the scope of the audit and the quali­
fications, if any, made by them in respect 
thereto. The committee on stock list has con­
sidered any reasons advanced why this pro­
cedure should not apply in particular cases, 
but has made exceptions only in the case of 
certain railroad companies.
"During this period, the New York Stock 
Exchange has not required that audited state­
ments be filed with applications for listing, 
because it was felt that applicants who had 
relied upon former practice of the Exchange 
would have been subjected to undue delay if 
the committee has pursued any other course.
"The New York Stock Exchange now an­
nounces that its present policy in this respect 
will be continued until July 1, 1933, after 
which date all listing applications from cor­
porations must contain the certificate of inde­
pendent public accountants, qualified under 
the laws of some State or county, certifying 
to the correctness of the balance sheet, income 
statement, and surplus statement for the most 
recent fiscal year. In general, the audit or 
audits must cover all subsidiaries, and the 
scope of the audit must be not less than that 
indicated in a pamphlet entitled Verification 
of Financial Statements, issued by the Federal 
Reserve Board in May, 1929, and obtainable 
from that Board at Washington, D. C. All ap­
plications must include an agreement to the 
effect that future annual reports published or 
sent to stockholders will be similarly audited 
and accompanied by a similar certificate.
"The committee on stock lists may make 
exceptions to these requirements in unusual 
or extraordinary cases where the enforcement 
of the requirements would, in its opinion, be 
manifestly unwise or impracticable. The com­
mittee has concluded that for the present it 
will not require audited statements from rail­
road companies reporting to the interstate 
commerce commission, except in the case of 
those railroads whose accounts have heretofore 
been currently audited by independent ac­
countants.
"Representative houses and banks of issue 
have been advised of the foregoing program, 
and have expressed themselves as in accord 
with the plan outlined above, which they 
believe is sound and consistent with the im­
portance of affording to the public the most 
complete and accurate information in regard 
to the financial condition of corporations
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whose securities are publicly dealt in.”
Under date of January 11th, the New York 
Curb announced the adoption of the same 
policy in the following statement:
"The committee on listing of the New York 
Curb Exchange has adopted a policy whereby 
all corporations applying for the listing of 
their securities upon said Exchange will be 
asked to enter into an agreement, as follows: 
'That all future annual reports sent to 
stockholders shall be audited by public ac­
countants qualified under the laws of some 
State or country, and shall be accompanied 
by a certificate of such public accountants 
showing the scope of such audit and quali­
fications, if any, made by them in respect 
thereto.’
"At the present time about 85 per cent of 
corporations whose stocks are listed issue an­
nual reports prepared by independent public 
accountants, and it is the intention of the 
Exchange to request the balance of the listed 
corporations to do likewise.
"The New York Curb Exchange has not an­
nounced any change in regulations whereby 
applications for listing must contain financial 
statements audited by independent public ac­
countants, in view of the fact that its require­
ments have, for many years, provided that 
listing applications must be supported by in­
dependent audits.
"The new rule in regard to annual financial 
statements being audited by independent pub­
lic accountants is similar to that recently an­
nounced by the New York Stock Exchange.” 
In our November, 1933, issue we printed 
the report of the New York State Society of 
Certified Public Accountants concerning the 
examination of the annual reports of corpora­
tions listed on the New York Stock Exchange.
The recent Kreuger and Insull failures, with 
their widespread attendant losses, had at­
tracted the attention of investors to the neces­
sity for more stringent audit requirements than 
existed up to that time. The New York State 
Society survey showed that only about 85%  
of the reports examined indicated that the 
financial statements had been prepared by in­
dependent accountants. When the Society 
report was distributed the leading newspapers, 
not only of New York, but of the country, 
made extensive comments on the same, and
without doubt this report furnished the needed 
stimulus to so concentrate attention on the 
importance of such an audit as that the New 
York Stock Exchange acted as it did, which 
action was followed by a similar rule by the 
New York Curb.
The Business Week for March 11, 1931, 
had an extensive article on the general subject 
of audit certificates, one paragraph of which 
was as follows:
"Recently a Stock Exchange scholar took 
the trouble to study the 746 listed securities 
which might logically have recourse to a 
C.P.A. audit. He found that if he excluded 
the railways, already subject to Interstate Com­
merce Commission regulation in their pub­
lished accounts, 80% of this list were that 
day certified with the signature of accounting 
firms. In the industrial section more than 
90% were audited, and the increase yearly 
over a period of time showed that the practice 
would soon become universal. The lowest 
category was public utilities, due to their ne­
cessity, parallel to that of the railroads, of 
submitting accounts to various State authori­
ties. Only 44% of them boasted auditors’ 
signatures. The highest standing was obvi­
ously in the newest kind of company on the 
list, investment trusts. They were 100%.”
The action by the New York exchanges is 
not only a recognition of the important posi­
tion to which the public accountant has arrived 
in this country, but it is establishing a better 
safeguard for the investor than he has hitherto 
had. It is an action which should be, and 
probably will be, followed by exchanges in 
other cities, and each State Securities Commis­
sion should require all corporations to file at 
least annual certified reports, and the law should 
permit the State commissions to require ad­
ditional reports at any time when in its judg­
ment it is advisable.
New York, the largest State commercially 
and financially, has taken the lead. Other 
states will naturally follow. The several State 
societies can well emulate the example of the 
New York State Society in bringing to the 
attention of not only exchanges, but State se­
curities commissions and the public generally, 
through proper newspaper publicity, the facts 
with reference to independent audits which a 
study in each State would develop.
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Economy—Destructive or Constructive?*
By D avid  L a w r e n c e , W ashington, D . C.
Y OU have invited me to speak frankly about 
 expenditures of the Federal Government. 
If I do not join in the hysteria which decries 
most federal expenditure as wasteful and in­
efficient, and if I point out to you that both 
political parties are still engaged in the pro­
cess of deceiving the American people by pur­
chasing the support of large groups of voters 
with government subsidies, I know you will 
regard such observations as hardly construc­
tive unless I can lay before you some definite 
principles upon which the sane and sober 
public opinion of America can crystallize in 
bringing about a reduction of federal ex­
penses.
We shall make little progress in economy 
by hit-or-miss selection of items. This invari­
ably results in taking out only the defenseless 
expenditures, many of which may be worth 
while, and in retaining those which have be­
hind them the militant support of political 
groups.
We shall make little progress by horizontal 
cuts, which merely mean waste because there 
are some activities which should be subtracted 
altogether, or which, when reduced by a hori­
zontal cut, might as well be abolished. There 
are three basic principles upon which the 
fiscal affairs of the United States Government 
should be conducted. They are:
First, we need a definition of the Federal 
function.
Second, we need efficiency of operation 
which includes the delegation by Congress of 
administrative power so that the Congress may 
formulate the policy but the executive branch 
shall be permitted to execute it without re­
strictions that are really administrative in pur­
pose.
Third, we need a proper audit of the ex­
penditures as well as the receipts of the Fed­
eral Government so that there may be a com­
prehensible classification of items with due 
regard to the capitalization of expenditures 
for plant and equipment as distinguished from 
current operating expenses, and with due re­
* Address delivered before the Economic Club of 
New York, at the Hotel Astor, December 16, 1932.
gard also to the crediting of fees and receipts 
attributable to particular activities of the Fed­
eral Government.
Let us examine each of these principles and 
their implications.
First, what do we mean by defining the 
Federal function? It involves, of course, an 
agreement upon foreign policy as well as do­
mestic policy. Are we to maintain an Army 
and Navy for purposes of defense against at­
tack on both the Atlantic and the Pacific, or 
are we to maintain an Army and Navy on the 
theory that international cooperation will re­
duce the chance of war, and that a police force 
will be needed only for the minimum proba­
bilities ?
If we cannot resolve these questions clearly 
at this time, it is inevitable that public policy 
will demand that no risk be taken with the 
national safety. We can say what we will about 
the wisdom of such a course, but the people 
of the United States will never consent to the 
elimination of their Army and Navy or to a 
reduction which actually cripples the efficiency 
of these two services in withstanding attack 
from either coast.
We might as well consider that principle 
settled at least for the time being, especially in 
a world which is as topsy-turvy as ours is to­
day. The cost of national defense in the bud­
get proposed for the fiscal year beginning next 
July is about fifteen per cent of the total 
budget of appropriations to be made. Is fif­
teen per cent too high as an insurance charge ? 
Let us assume that by rigid economies and 
further efficiency we can reduce the insurance 
charge somewhat, but certainly we cannot 
count on its complete abolition.
Now what shall we say is the definition of 
Federal function in domestic policy? This 
opens up a number of significant questions. 
What is the responsibility of the Federal Gov­
ernment for the welfare of its citizens? We 
have insisted that the care of the individual 
is a State and local responsibility. With re­
spect to veterans, however, we have taken over 
the entire job of caring for millions of indi­
viduals who are receiving a regular compensa­
1933 THE CERTIFIED PUBLIC ACCOUNTANT 73
tion from the Federal Government though 
many thousands of them have other means of 
support and are not at all disabled. The argu­
ment usually made in favor of Federal care of 
veterans is that the soldiers and sailors served 
the entire nation and not a particular State. 
But there is no precedent for the present al­
lowances being paid to individuals who have 
disabilities not connected with war service.
This brings us again to a determination of 
the responsibility of the Federal Government 
to its citizens as a whole. In cutting expenses 
what approach shall we use? Shall it be the 
business approach which is based on the theory 
of profits and direct benefits, or shall it be the 
social approach which would measure ex­
penditures in terms of service?
Many millions of dollars have been appro­
priated for public works on the theory that it 
would create employment. These buildings 
and projects are, of course, of benefit to the 
whole nation in the sense that they increase 
the efficiency of our national plant and equip­
ment. But is it the responsibility of the Fed­
eral Government to provide work for the un­
employed, or is this a local and State function ? 
To what extent is private philanthropy ca­
pable of handling relief, and to what extent 
are local agencies of government responsible 
for that task? Is it really a federal function?
Quite recently we have introduced the prin­
ciple that the Federal Government may lend 
to the states in order that the latter shall ex­
tend relief. This is not considered direct fed­
eral appropriation for relief of individuals, 
because the states are expected to repay the 
Federal Government. But it will be noted by 
examining the budgets of the last three years 
that the Federal Government has yielded to 
the temptation of spending large sums for 
public works in order to stimulate employ­
ment and in order to aid in economic recovery. 
While the many millions of dollars have thus 
far assisted to some extent in keeping people 
employed, they have not, by any means, cured 
America of its depression as so eloquently 
promised by the sponsors of these appro­
priations.
In defining the federal function we must 
settle the question of Federal subsidies. Busi­
ness has asked and obtained these subsidies 
over a long period of time. Today we sub­
sidize agriculture, shipping, aviation, news­
paper and magazine mail, and not a few in­
dustries which are protected by tariffs that 
enable them to exact their tribute of price 
from the American people.
We are being asked in the present session 
of Congress to continue granting subsidies. 
Agriculture, which has always obtained a sub­
sidy in one form or another, is seeking what 
will amount to a consumer’s tax on bread, 
meat and clothing. This is the meaning of 
the "domestic allotment plan.” The agri­
cultural interests ask that they be put upon 
an equality with those who have tariff pro­
tection. So it will be observed that the prin­
ciple of Federal subsidy instead of being 
gradually curtailed is actually being enlarged.
The only justification for any governmental 
appropriation is that it benefits a large num­
ber of our people. There are many services 
performed by government which are open to 
question, but the test always must be whether 
the service rendered is for the people as a 
whole. Many of these services cannot be 
measured in dollars and cents like the average 
business. They are as intangible as are some­
times the services of welfare agencies. They 
are designed for the public’s good. By those 
who are not directly benefited some of these 
services are classified as luxuries. Conversely, 
some of the subsidies granted to special groups 
are paid for by the mass of people for whom 
various federal activities have been inaugu­
rated under the general welfare clause of the 
Federal Constitution.
It is obvious that we cannot have a govern­
ment of special privilege. If it is within the 
federal function to grant subsidies and privi­
leges to one group on the theory that it is of 
benefit to all the people, then we must face 
the fact that all groups which have a justi­
fiable claim will insist upon such benefits 
directly from the government at Washington.
A definition, therefore, of what is the Fed­
eral function with respect to the economic 
evolution of the country and with respect to 
the economic fortunes of the individual or 
groups in our midst is essential before we 
shall make any considerable progress in re­
ducing federal expenditures.
The second major principle relates to ef­
ficiency. It is commonly believed that the 
bureaus and commissions at Washington are 
inefficient in the sense that they have more 
personnel than is needed to do the job. It is 
also frequently contended that many of the
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activities are neither essential nor effective 
even within the sphere of their own objectives. 
There never will be much progress made in 
the efficient organization of the administrative 
arm of the Federal Government until Con­
gress gets over its habit of writing into the 
statutes specific instructions of an adminis­
trative character which tie the hands of those 
who are expected to execute the orders of 
Congress. Examine any appropriation bill and 
you will find instructions and directions 
therein which make it difficult for any admin­
istrative official to exercise the ordinary dis­
cretion common to a manager in a position 
of responsibility in private business. Even if 
receipts are shrinking it is difficult to curtail 
from month to month without permission 
from Congress. If Congress specifies that cer­
tain service shall be rendered, and appropri­
ates the money for it, no administrative official 
has the right to violate the law by refusing 
to perform the mandate imposed upon the 
executive establishment by the legislative 
bodies.
For a long time Congress has been jealous 
of its rights to dictate to the executive depart­
ments. It probably never will give up this 
power unless there is some system of super­
vision set up which amounts to a congres­
sional checking of administrative activities. 
Thus the office of the Comptroller General 
which has been pestering the life out of ad­
ministrative officials in recent years, is able to 
defy the latter simply because a Comptroller 
General is responsible to Congress and Con­
gress alone.
It must not be forgotten that administrative 
officials are usually appointed by the President 
and are not subject to removal by Congress. 
If it were possible to set up a board of effici­
ency to act on behalf of Congress in checking 
the effectiveness of work prescribed by Con­
gress, some progress might be made toward a 
better coordination of the executive and leg­
islative branches of the Federal Government. 
As it is today, congressional committees once 
a year listen to detailed statements about the 
operation of bureaus which they cannot pos­
sibly pass upon with their limited knowledge 
of what is actually happening in the adminis­
trative branch of the government. Theoreti­
cally every Cabinet officer is a general manager 
of a department, but actually he is responsible 
to the President and not to Congress. So long
as the bureau official must serve two bosses, 
namely, Congress and the Executive, and there 
is no independent agency free from politics to 
check and. recheck the effectiveness of govern­
mental activities, we cannot hope for the sav­
ing of any considerable sums through the ex­
ercise of discretionary power on the part of 
administrative officials who are given lump 
sums each year, which they have the right to 
spend in full, and are often compelled to 
spend irrespective of changing conditions and 
circumstances.
The third major principle— proper audit 
and classification of expenses and receipts— is 
indispensable to any clear understanding of 
what the Federal Government has done in the 
past or what it is likely to do in the future. 
One of the most useful things that Congress 
could do would be to appropriate a few thou­
sand dollars to audit the books of the govern­
ment for the last twenty years, so that items 
could be properly classified and comparisons 
made, and the public advised as to the items 
in which increases have been made and the 
purposes for which public monies have been 
spent.
All of the classifications published in the 
annual reports are, in the main, useful, but 
they do not get to the heart of the problem. 
Thus capital expenditures are lumped with 
current operating expenses. We may build a 
building which will last at least twenty years, 
but we charge it off in a single year on the 
government ledgers. Private business would 
depreciate a similar structure over a period of 
years.
If we had separated our expenditures for 
plant or equipment in the past, we would have 
had limited amounts for construction and 
financed it through bonds especially floated 
for that purpose. Another defect in our sys­
tem of auditing, or rather our lack of system, 
is that we lump all manner of receipts to­
gether as "miscellaneous.” Thus there are 
many bureaus and departments which receive 
special fees for service rendered. The United 
States Patent Office takes in about five million 
dollars a year— more than enough to pay for 
its expenses. The same is true of the Panama 
Canal. Yet in examining the Federal budget 
we do not readily find the revenues that should 
be properly credited to a particular depart­
ment subtracted from the expenses of that 
department so that we may deal with a net
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expense over and above receipts in a particular 
bureau or department.
Take the expenditures for the District of 
Columbia. They appear in the Federal budget 
as $40,000,000. Yet the people of the Dis­
trict of Columbia, by direct taxation, pay ap­
proximately $32,000,000 of that sum, and the 
Federal Government contributes less than 
$8,000,000. When you examine the Federal 
budget you do not find this item credited, but 
you do find an expense of $40,000,000. 
Somewhere in the general receipts, of course, 
on the other side of the books that $32,000,-
000 is included, but how is the layman to 
know whether that $40,000,000 is borne by 
all the people of the United States or by a 
special group within the confines of the Dis­
trict of Columbia?
There are many government bureaus which 
do not charge fees for services they render. 
They could increase the revenues of govern­
ment, and help to pay the expenses of their 
bureaus and departments if they were per­
mitted to charge low fees for special services 
rendered to individuals or companies, which 
are today getting free service from their gov­
ernment. Thus the Department of Commerce 
receives something like 80,000 inquiries a 
week from business men and assists materially 
in getting foreign trade. Last year there was 
considerable debate as to whether an appro­
priation for the Bureau of Foreign and Do­
mestic Commerce should be retained or cur­
tailed. There would be no question about the 
effectiveness of this particular bureau if the 
services rendered by that bureau could be 
properly measured and classified by disinter­
ested agencies set up by the government itself 
for checking purposes. Similarly fees for 
services rendered, if credited to a bureau, often 
would more than offset its expense.
This is only another way of saying that the 
bureaus which are conducted for the particular 
benefit of groups might be made to pay for 
themselves in large part by being permitted 
to charge fees, all of which, of course, would 
be turned into the Treasury of the United 
States. Some progress has been made in this 
direction, but we have not scratched the sur­
face of possible revenues.
Every year as we examine the miscellaneous 
receipts we see proceeds from the sale of 
capital items lumped in with receipts from 
taxation. Some day when the Farm Board, for
example, is liquidated, the proceeds will be 
turned into the Treasury as miscellaneous re­
ceipts. Indeed, in the years following the war 
some of the surpluses proclaimed annually 
were possible through the sale of war ma­
terials and other assets— a total of three and 
a half billion dollars in ten years. This is one 
reason why the application of the surplus 
funds to debt retirement was justified in the 
last decade. It would seem proper that all 
proceeds from miscellaneous sources that have 
to do with the sale of property or assets pos­
sessed by the Federal Government and all re­
payment of loans through various enterprises 
of the Federal Government should go directly 
by statutory instruction toward the reduction 
of the public debt, and should not be used to 
build a surplus and hence made the artificial 
basis for tax reduction or tax re-adjustment.
While the Budget Bureau data and classifi­
cation are each year being presented in more 
detail we still do not find that the government 
issues a balance sheet. There is no statement 
that tells us the value of the properties held 
by the government or the assets which can be 
liquidated.
We are getting more information now 
about the sources of taxation and the pro­
ductivity of different tax rates.
One of the reasons why today we are hav­
ing such a low return from income taxes is 
that we have not developed a broad base of 
taxation. We were misled by the large sur­
pluses, so many of which were due to the sale 
of capital items, or the return to the Treasury 
of funds originally loaned for war purposes.
We have neglected to establish a wide base 
for taxation, and now in a period of adversity 
it is difficult to readjust the whole tax base. 
In a mad effort to make a balanced budget, 
the federal, State and city governments are 
competing with each other for the taxpayer’s 
dollar. There is an overlapping and duplica­
tion of tax effort, and undoubtedly many mil­
lions of dollars are wasted because tax collec­
tions are not properly coordinated. Certainly 
there is room for much economy in the admin­
istration and collection of taxes in America.
One of the common tendencies today is to 
lump federal, State and city expenditures to­
gether and to divide the total into the national 
income. I submit this is not fair to the Fed­
eral Government. Neither the State nor city 
governments are helping to pay the cost of
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the World War. Let us examine the Federal 
budget as proposed for the fiscal year which 
begins next July. It amounts to approximately 
three and a half billion dollars. And of that 
sum $2,200,000,000 is directly due to war. 
This is made up of $1,260,000,000 in interest 
and sinking fund on the public debt and 
$931,000,000 as the cost of veterans.
So when you subtract the annual install­
ments paying the cost of war, you have left 
$1,369,000,000 out of that three and a half 
billions.
Out of this $1,369,000,000 we then sub­
tract the cost of the Army and Navy which 
amounts to $584,000,000. This leaves $785,-
000,000 as the remaining cost of the entire 
government. And out of this sum $141,000,-
000 is for public works and $32,000,000 
should be subtracted as offset by the tax con­
tribution of the District of Columbia, leaving 
a total of $612,000,000 as the entire cost of 
the civil establishment. But even out of the 
$612,000,000 we ought to eliminate $67,-
000,000 which is the deficit in the Post Of­
fice Department, because it ought to be made 
up out of Postal revenues, so that strictly 
speaking we find ourselves with $545,000,000 
as the real cost of the civil establishment of 
the government of the United States in the 
new budget just laid before Congress this 
month.
This is approximately fifteen per cent of 
the total Federal budget, and compares favor­
ably with the cost of the civil establishments 
in 1915 which took 30 per cent of that budget. 
In other words, the civil establishment comes 
down now by more than half the percentage 
it bore to the total budget eighteen years ago.
I said that the proposed cost of the civil 
establishment in the new budget is $545,000,-
000. Virtually all of this amount is met by 
the taxes on cigars and cigarettes, and by mis­
cellaneous fees, so that, if you like, you can 
consider that all your income taxes together 
with all the revenues from imports and other 
sources go to pay the cost of past and future 
wars, and the special expenses that have arisen 
in connection with the economic depression.
Is $545,000,000 too much to pay for the 
cost of the civil establishment ? Is it too much 
to pay in a country which spends three bil­
lions annually for amusements in recreation, 
or three billions for tobacco, candy, and soft 
drinks, or two billion six hundred million for
personal adornment apart from clothing? I 
am tempted to ask these questions because 
apart from the cost of past war and national 
defense the civil establishment usually re­
ceives most attention from the critics who 
little realize that it includes not only the pro­
tection of our sea coasts from smuggling of 
goods and aliens, but maintenance of naviga­
tion on the sea, in the air and on inland 
waters, collection of taxes and duties, enforce­
ment of federal statutes, and protection of 
the weak in business against the ravages of 
the strong, as well as the safeguarding of 
health against the sale of adulterated foods 
and beverages, to say nothing of the scientific 
researches that have conserved for the Ameri­
can people hundreds of millions of dollars of 
their resources.
The high cost of government is related to 
the shrinkage in national income. We can 
and must reduce for efficiency sake our current 
expenditures, but, unless we are prepared to 
take those steps in national policy which shall 
make it possible for the nations of the world 
to interchange goods as well as capital, we 
shall find the cost of government rising even 
higher in proportion to our diminishing na­
tional income.
Fifteen billions of dollars is not too much 
to spend for all government and service to 
the people when we are earning ninety bil­
lions in national income, and when we are 
conserving and protecting a national wealth 
of three hundred and sixty billions. It is too 
much to spend in depression times. I have 
indicated that out of a federal expense of 
three and a half billions the war takes about 
three-fourths, and that we cannot repudiate 
the commitments arising from the war.
It is characteristic of us to look for a scape­
goat. We must find someone to blame for the 
high cost of government. We spend our time 
blaming the bureaucrat or the extravagance of 
Congress itself. But what is the truth? The 
truth is that the American people are not pay­
ing as high taxes in proportion to their income 
as are the people of other countries which 
participated in the World War. Also, it is a 
fact that war is really responsible for the high 
cost of the Federal Government. We have 
long since ceased to try to find out who was 
responsible for the outbreak of the European 
War, and we have long ceased trying to find 
out which group in America or which groups
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forced American entry into the war. Certainly 
some of the same people who felt that we did 
not enter the war early enough, and who were 
most passionate in their demand that the 
United States should enter the European War, 
are today in the front ranks prating about the 
high cost of government.
The time to have prevented the present high 
cost of the Federal Government was in 1917. 
If the rights of the American people were 
worth protecting, if we believed then in as­
serting our rights on the high seas, then we 
must be prepared now to pay for the cost of 
defending our rights as well as our prestige 
as a nation. If it was patriotic in 1917 to 
defend America’s entry into the War, it is 
patriotic today to make every possible sacrifice 
to pay the cost of that War.
Unfortunately this doctrine is not any more 
enthusiastically acclaimed on this side of the 
Atlantic than it is in Europe. We are wit­
nessing an effort on the part of leading na­
tions to avoid payment of war obligations. In
some instances there is a willingness to pay, 
but no capacity to pay. But what shall we say 
of our allies who now decline to pay, and who 
thus add to the expense of our Federal Gov­
ernment? We cannot contemplate lightly the 
addition of $250,000,000 a year to our tax 
burden. Certainly we cannot call this an "ex­
travagance” of Washington bureaucracy.
We could probably swallow the debt 
repudiation policies of some of our war allies 
if we could see ahead of us a willingness to 
cooperate for the prevention of future wars. 
Economy in government cannot be achieved 
unless there is cooperation to prevent war. 
This does not mean merely reduction of 
armament, but it does mean a restoration of 
international good will. It does mean a readi­
ness to eliminate the friction caused by eco­
nomic nationalism and to substitute a recip­
rocal spirit in trade as well as diplomacy. 
This would lead to more confidence every­
where in the world in the effectiveness of rep­
resentative government.
Municipalities Should Have an Annual 
Audit
By C a r l  H. C h a t t e r s ,  Executive Director, Municipal Finance 
Officers’ Association, Chicago, Ill.
E VERY municipal corporation should have 
  its financial records examined regularly by 
qualified accountants. Small towns and cities, 
many one-room school districts, and some 
townships will find it advisable to have an 
audit once in two or three years. The very 
largest cities must provide internal auditing 
methods to reduce the time required by out­
side auditors. But the great majority of Ameri­
can municipalities ought to have an annual 
audit provided it can be done properly.
The audit of accounts should have several 
ends in view. It should aim to protect honest 
officials, prevent cumulative errors and dis­
honesty, disclose embezzlements, and provide 
a constructive criticism of the accounting sys­
tem and financial records. Not the least of 
the difficulties is to find persons able to make 
such examinations.
"Half a loaf is better than none” in some 
respects. However, a poor audit is worse than
none at all. The governing body of a munici­
pality must pay enough to have a good job 
done, and must know what constitutes a thor­
ough audit. You do not tell a contractor just 
to build a bridge—you give him plans ands 
specifications. You tell him what material to 
use and designate the location, size, and char­
acteristics of the structure. You never would 
say, "Here is $5,000.00— build a bridge.” 
But, thousands of cities say, "Make an audit.” 
There must be some standards for audits, to 
assure cities that they get their money’s worth.*
An audit of his accounts should be re­
quested by each municipal finance officer 
whether he be treasurer, auditor, or controller. 
It is his protection from a critical citizenry, 
which makes a blanket indictment of all pub­
lic officials as dishonest. According to legal
*The Municipal Finance Officers’ Association 
is developing specifications for audits and will 
have them available in the spring of 1933.
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theory, man is innocent until proven guilty. 
American custom, however, requires every 
public official to prove his innocence.
The embezzlement of public money is the 
exception and not the rule. Of the few who 
are guilty, not one in ten starts out with the 
intention of permanently keeping any of the 
city’s funds. The beginning comes through 
carelessness, poor accounting, and perhaps a 
temporary shortage of personal funds. It is 
significant that many shortages have been ac­
cumulating for years. A study of cases will 
prove this. The annual audit would not only 
prevent recurring thefts, but would have the 
moral effect of informing officials that they 
would be caught at an early date.
An audit examination should serve to stimu­
late the local accounting officer to improve his 
accounting plan. The comments on the situa­
tion should be separate from the recommen­
dations. Minor changes should be worked out 
in cooperation with the accounting officer. 
Major changes should be submitted to the 
governing body of the municipality. A report 
is not complete which fails to note needed 
improvements. However, the auditor must not
criticize merely to "make a showing.” Nor 
should one auditor contradict what another 
one has recommended just the year before.
Financial audits are possible because there 
is at least one definite check, namely, the ac­
counting for cash receipts and disbursements. 
An operating audit of the public works, police, 
fire, or other departments will be just as neces­
sary in the future when unit costs are available 
for criteria. Probably one hundred dollars are 
wasted to one that is stolen. Only an operat­
ing audit could disclose the former.
Substantial progress is being made in the 
field of municipal auditing. New Jersey re­
quires a special license for registered munici­
pal accountants, and prescribes the work to be 
done, and the form of report to be submitted. 
The Kansas and Illinois Municipal Leagues 
each have an auditing staff. The states of 
Ohio, New York, Massachusetts, Indiana, and 
others are furnishing auditing service to cities 
on a voluntary or compulsory basis. Continued 
progress can be made by developing standards, 
and training accountants to do proper munici­
pal auditing.
Increasing Demands on Certified Public 
Accountants*
By W ill ia m  C. H e a t o n ,  C.P.A., Elizabeth, N. J.
W HEN Mr. Cole asked me to open the 
discussion (since it is to be a discussion) 
I decided it was better to open it informally 
and suggest ideas that might provoke discus­
sion from the floor rather than to prepare a 
paper and come to conclusions. Conclusions, 
anyway, never stand, and I assume that any 
conclusion that one man might make in his 
own office would probably not stand, so I 
will not be in the embarrassing position of 
having you disagree with me too violently.
I think in connection with this subject the 
emphasis should be laid on the word "de­
mands.” Last year this Society approved a 
classification of accountants’ services. As I 
recall, there were about thirty principal items 
listed in which the accountants were actively
*Discussion at Annual Convention of State 
Representatives, at Indianapolis, September 27, 
1932.
participating. If such a program had been 
prepared fifteen or even ten years ago, I think 
you will agree with me it would have been 
much shorter. It is fair to believe that if this 
program is expanded some ten or fifteen years 
from now, it will be somewhat longer than 
it is at this time.
What are some of these demands that are 
made upon the accountants, and by whom are 
they made? They are made, as I see it, by four 
principal groups: By the accountants them­
selves, by their clients, by the bankers and 
other credit grantors, and by the investing 
public and others who use financial statements 
prepared by certified public accountants as a 
basis for judgment and action.
If you were to take from your files a copy 
of a report that you rendered, say, ten years 
ago, and put it beside a report of the same 
sort that you have recently rendered, you
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would have rather clearly exemplified what 
the accountants themselves have done to im­
prove and widen the scope of their activities. 
It is very much to the credit of the account­
ants that they have been their own hardest 
taskmasters. But we will not dwell on that 
because you also are familiar with it.
There is one phase that we have all given a 
good deal of thought to during the last two 
years. The bankers are not only demanding 
more information, more wisely and usefully 
set up, but they are holding us to a strict ac­
countability or responsibility for the reliability 
of our work. They have not been slow to 
exact from us that financial responsibility 
which was clarified by the Cardozo opinion in 
the Ultramares case.
Not long ago I was talking with a banker 
in New York City, and he cited this incident. 
He said an accountant had made a statement, 
and, relying on that statement in part or 
principally, the bank had loaned $8,000. In 
a few months the concern failed and the bank 
lost the $8,000. They called in the accountant 
who reviewed his working papers and came 
back and said, "Yes, we made a mistake. Here 
is our check for $8,000.”
I was talking also to a neighboring account­
ant and he told me that he had recently been 
called in by one of the larger banks of New 
York City on this problem, where a much 
larger amount of money was involved: A 
statement had been rendered, and the bank 
loaned about $180,000. The company failed 
and the bank was unable to collect, and they 
wanted my neighboring accountant to reex­
amine the concern to see wherein the state­
ments were false. One of his findings was 
that the previous accountant had included in 
the inventory a very substantial amount of 
goods that were consigned to the enterprise, 
as though the enterprise owned those goods. 
It happened also that the accountant was a 
relative of the principal stockholders and the 
officers of that close corporation. The bank 
had stated definitely that if the evidence was 
clear enough the bank intended to sue the ac­
countant for the recovery of its loss. It is a 
serious matter yet it is not an unwholesome 
condition. There is one collateral advantage it 
gives the accountant. It permits him, in an­
swering the demands of the banker that he 
assume responsibility for his work, to make 
corresponding demands upon his clients, that
he be given an opportunity to make complete 
verification of the chief items. It is suggested 
that we take advantage of our opportunity to 
obtain more satisfactory terms of engagement.
Our clients are asking a good deal of us. 
I recall one case in which I happened to be 
involved where the company had an account 
receivable of some $17,000. A representative 
of the debtor was in conference, and I was 
asked to sit in. His proposals were such that 
they were obviously unacceptable to the credi­
tor. They were all bent upon suing. But the 
creditor concern happened to be a New Jersey 
corporation, most of whose business was done 
in New York, and I had for a number of 
years made out the tax returns, including the 
New York State franchise tax. I left the 
meeting rather uneasy, not knowing exactly 
what was involved, and having been called in 
I wanted to be sure of my ground. One morn­
ing while shaving, as so often happens, the 
thought came to me, "I wonder if this com­
pany is technically registered as doing business 
in New York State.” I do not need to explain 
that perhaps the principal or most frequent 
conditions which constitute "doing business” 
in a foreign State have to do with the estab­
lishment of a warehouse, the establishment of 
a selling office, and the establishment of a 
banking account in the foreign State. These 
conditions were completely complied with. 
The attorney, when we asked him about this 
particular phase of the matter (he by the way, 
was sitting in on all of their conferences), 
decided that it was dangerous to conclude that 
the corporation could recover if it brought 
suit, for it had failed to file that certificate.
The penalty in New York, as in most states, 
is that a corporation of a foreign State has no 
standing in the courts if it has not complied 
with the technical requirements. Of course 
we soft-pedaled. That was some two years 
ago, and, having been patient and persistent, 
the creditor company collected most of its 
debt. It is almost sure that had they sued, an 
attorney for the defense would have set up the 
defense of failure to register in the foreign 
State, and the creditor would have been per­
fectly helpless to collect.
This illustration is given to show the fact 
that the accountant raised the legal question 
that one would think the attorney would raise. 
I think it is natural that the accountant should 
be called upon to raise such questions, because
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in the pursuance of his ordinary work he is 
more intimately acquainted with the affairs of 
the organization than the attorney could pos­
sibly be. The attorney is ordinarily dependent 
upon what is told him either by the client or 
the accountant assisting the client. Yet there 
the question, purely legal, was left to the ac­
countant, to save the company probably the 
entire $17,000.
I should like to cite another case, not of my 
own experience. Many of us, however, have 
had similar experiences. (This, by the way, is 
intended to raise a number of questions, which 
I hope will provoke some discussion from the 
floor.)
An accountant, working for a concern for a 
number of years, became so intimately ac­
quainted with the affairs of that concern and 
gained the confidence of the officials to such a 
degree that he was requested to assume activi­
ties and responsibilities ordinarily not placed 
upon his shoulders. The proposal was that he 
should receive a percentage of the profits of 
the corporation, on the assumption that he 
would render services which would consider­
ably increase those profits. The proposal fur­
ther provided that he should become a stock­
holder, the stock being part of his compensa­
tion for services.
The question arises, did the assumption of 
these duties disqualify him for doing his ordi­
nary work as an auditor? Interested as he was 
in an investing capacity, should he prepare 
statements for the banks for credit purposes 
where his impartiality might fairly be ques­
tioned? Not that his intention would be to 
set up any wrong statements, but he became 
part of the organization to such an extent that 
perhaps his interest and his vision, his per­
spective, might be changed sufficiently so that 
the banks would reasonably expect the audi­
tors to be other than one so deeply interested 
in the enterprise.
Last year in Memphis I talked with Mr. 
Castenholz about a question raised at that 
time, namely, the struggle that the smaller ac­
countants were having to maintain their vol­
ume of business due to mergers and other 
things. At that time it was said that the 
smaller accountants, especially, were holding 
their business together by increasingly render­
ing services of a wider scope. The tendency 
is that way. The demand is made not only by 
the bankers, but by the accountants, the credit
grantors, and also by the investing public. 
This matter has been in my mind, because I 
am one of the smaller accountants. At one 
time I wrote some thoughts on the subject, 
and I should like to read those as a brief 
summary, not as a summary of what I have 
been saying, but a brief statement of the point 
of view which I had at that time and which I 
still retain.
"While the accountant rejoices in the op­
portunities for service and employment and 
increased compensation, he would gladly seek 
relief from the difficulties of the problems 
and the responsibilities for decisions his clients 
require of him, by a more strict adherence to 
the limitations custom has imposed upon him.
"The fact is that the accountant cannot 
always limit completely the character of the 
work he does. The circumstances lead natur­
ally toward and sometimes into the fields of 
administration, engineering and law. He is 
the first to gather and review the facts and, 
since he, himself, must interpret them before 
he can present them in an illuminating way, 
he inevitably must understand and often 
present the administrative, engineering and 
legal implications and assume some degree of 
responsibility for the practical working of his 
suggestions.
"It is common for accountants, particularly 
those who enjoy a substantial and established 
practice, when arranging for the installation 
of financial cost systems, to require for a time 
a certain supervisory authority over the per­
sons in the accounting department. That au­
thority is often continued for years, and con­
stitutes a quasi-administrative relation from 
which executives are reluctant to relieve the 
accountant, because the more intimate knowl­
edge it gives increases the value of his services.
"We are all aware that the substitution of 
incomplete engineering knowledge for the 
full understanding of the professional en­
gineer has brought the term 'efficiency man’ 
into some degree of disrepute. Yet, what ac­
countant of extended practice among indus­
trial enterprises has not rendered service by 
correcting glaringly poor factory layouts?
"Let us assume a prosperous business enter­
prise, worth, say, from a half million to a 
million dollars, owned by an individual, hav­
ing a small stated capital and a large surplus, 
the owner approaching the age of retirement 
and the business managed more and more
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completely by able lieutenants. The account­
ant reviewing the facts with the perspective of 
an observer sees that the situation is crying 
for readjustment, and suggests a reorganiza­
tion. He is unfortunate if he suggests it with­
out being fortified with much legal informa­
tion and with a definite plan as a basis for 
consideration. He finds it necessary to explain 
that it is quite in accord with modern thought 
on property rights to believe that legal owner­
ship is not the sole test of rightful ownership, 
and that a wise as well as a just exercise of 
legal power must not fail to consider the con­
tribution of others to the creation of a valu­
able property; that this point of view is held 
not alone by the radicals who lay emphasis 
upon its justness, but also by many otherwise 
conservative men of affairs who lay emphasis 
upon its wisdom; that particularly do men 
who have built up prosperous business enter­
prises recognize that continued prosperity, 
possibly continued existence of these enter­
prises, is vitally related to the wisdom with 
which they reorganize their property rights 
and recognize the contributions made by their 
principal assistants who have loyally and ca­
pably contributed to their creation and growth. 
Such suggestions and statements serve no use­
ful purpose if they are not accompanied by a 
discussion of the kinds of reorganization that 
are available, and naturally the accountant at 
some point finds he has entered the field 
usually cultivated by the attorney.
"Without further discussion or illustration, 
let me restate the point that since he is the 
first to gather and review the facts, and since 
he, himself, must interpret them before he can 
present them in an illuminating way, the ac­
countant inevitbly must understand and often 
present the administrative, engineering, and 
legal implications and assume some degree of 
responsibility for the practical working of his 
suggestions. Whether he will or not, he finds 
he must increasingly broaden the field of his 
work.
"Perhaps the most important phase of this 
whole question is the attitude of the account­
ant. If he resists the tendency to go outside 
his usual field and works with (rather than in 
place of) the executive, the engineer or the 
attorney, he is not likely to do a poor job on 
extraneous work or disqualify himself for the 
pursuit of his accepted professional activities.”
D iscussion
Mr. Patrick F. Crowley (Mass.) : I wish to 
speak particularly with reference to the credit 
feature of bankers and merchants, rather than 
of our own clients and own accountants, hav­
ing been a credit man for twenty years before 
I took up the profession of accountancy, and 
being a member of the National Association 
of Credit Men, whose bases for credit were 
the three C’s, character, capacity, and capital, 
in the order named. The accountants have held 
strictly to the third, dealing wholly with 
capital, not taking into consideration either 
the character or the capacity of the client, the 
man or corporation for whom they may be 
making a statement. I think it is quite well 
understood among credit men that a man of 
character and of reasonable capacity has an 
excellent opportunity to succeed, but one with 
capital and lacking the other two makes rather 
a poor credit risk. That is a question that I 
do not recall I have ever seen discussed in 
any articles on accountancy. I think it would 
be a good subject for discussion in relation to 
what there is ahead for accountants.
Mr. Nelson E. Taylor (Mississippi): I 
think very often we accountants could better 
our own condition and solve a great many of 
our problems in relationship to those who are 
employing us or who are contemplating the 
employment of the accountant, by orientating 
ourselves into the place of the employer and 
getting a perspective of that kind. The ques­
tion should be asked, “If I were the employer 
instead of the accountant, what would be the 
standards and requirements that I would de­
mand of the accountant, what would I expect 
of him? What measurement would I require 
him to come up to?”
I think it is a good thing for us to stop and 
take a little inventory of ourselves once in a 
while to put us in the position of the man 
who is about to employ us, and get his view­
point, and then try to measure up to that 
viewpoint.
Mr. William J. Carter (Georgia) : Some­
thing which -I read some time ago just oc­
curred to me. Dr. Douglas, of Yale Univer­
sity gave six reasons why businesses go bank­
rupt. The first reason was failure to keep 
proper accounting records. He listed them in 
accordance with their importance. The second 
reason was the failure to apply accounting 
facts to the business. I do not remember what
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the other four were, but I wonder if that does 
not mean that business is lacking something 
which the profession has to offer that they 
do not know about. It reminds me of the 
Bible story of hiding the light under the 
bushel. I am just wondering if the education 
which business executives have received in the 
period of the past few years has not placed 
them in a receptive mood for anything that 
might be helpful to them.
I think most business men realize that the 
days of haphazard business methods are over, 
and we are standing in the background with 
something real to offer them.
I would like to have somebody talk about 
that. I would like to know what they think is 
the best method for bringing the services that 
we might be able to render to business be­
fore it, and whether we should do anything 
about it.
Mr. Chesley S. Goldston (Virginia): The 
gentleman has brought out a point that I 
would like to amplify a little bit. I should 
like to have the criticism of the members 
present on that point. From what he says I 
judge he believes that there is an opportunity 
for accountants to sub-soil among their clients.
This idea is not original with me. Mr. 
Springer advanced the theory that we might 
develop our present clientele by offering addi­
tional service in other fields of accounting and 
tax work, when we had our Convention sev­
eral years ago at the Cavalier Hotel, Virginia 
Beach, Virginia. That idea impressed me, and 
I have been thinking about it ever since. Only 
recently I was able to get around to the point 
of trying to develop it. I am going to tell you 
what we have done to accomplish this.
Several days ago we sent all of our clients 
in Virginia and North Carolina a little folder 
in which there was a summary of the Revenue 
Act of 1932, including all the miscellaneous 
taxes, tariff, postal rates, etc. On one page 
there were comments relative to these laws, 
and on several other pages there were subjects 
in accounting. We included information on 
the result of the investigation of the Depart­
ment of Commerce of the State of New Jersey 
about how many concerns had failed because 
of inefficiency and lack of proper accounting 
systems. We also included subjects on con­
solidations and mergers. Probably people do 
not like to hear about them now.
What we were trying to get before our
clients was this. We want them to under­
stand, and appreciate that we are in a position 
to render a larger service than perhaps they 
had ever required of us.
By way of example: only last year a client 
came to us after he had asked one of our audi­
tors to give effect to the withdrawal of about 
$300,000.00 in first mortgage notes and cash 
from the business. This was a wholesale 
house, and jobbers are not prospering so well 
these days, especially in Richmond. The audi­
tor gave effect to this change, but unfortunately 
did not realize the tax problem involved on ac­
count of liquidating dividends. The client had 
called on us that year for the first time, and 
did not realize that we held ourselves out as 
tax consultants. When the statement was 
made on just an ordinary plain sheet of paper, 
he took it to one of the most renowned tax 
lawyers in the City of Richmond, who said: 
"My goodness alive, it would cost you $15,-
000.00 to do this; the liquidating dividends 
would be taxed through the normal and surtax 
brackets.” No one in our organization had 
heard of this (the statement) except the au­
ditor, who made the pencil statement. We 
went over and conferred with Mr. R. E. Ca­
bell, formerly Commissioner of Internal Rev­
enue, who administered the first income tax 
laws. We had a conference with him lasting 
the whole of one afternoon, and were unable 
to reach a solution. The next morning the 
client came by our office for the purpose of 
discussing the subject further, and I suggested 
a plan to which he offered no objections. We 
called Mr. Cabell, and he said: "That simpli­
fies the whole proposition.” The plan was 
right, practicable, and saved the client a con­
siderable sum.
I think we are all in a position to render 
our clients a far greater service, if they would 
come and discuss their problems with us.
This folder makes a number of suggestions. 
We had it prepared so it could be put in an 
envelope and folded like a deed or other im­
portant legal instrument. We had the client’s 
name typed on one line, and his address on 
another. It was accompanied by a letter in­
viting the client to come in and discuss his 
business matters with us, accounting and tax 
problems. So far we have had a very agreeable 
response to this form of literature.
I realize perfectly that there are codes of 
ethics in this Society, and while I may not
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have the same idea about ethics as some of 
you, I believe in advertising, and have found 
that it pays our company. I wonder if such 
forms of advertising for developing more 
business are according to your ideas?
I do not want to bore you with more de­
tail as to the nature of the folder, and other 
forms of literature used by us to develop 
business, but the point I am making is this: 
I got the idea when Mr. Springer made the 
speech, previously referred to, and decided 
that we would try to secure more business 
from the clients we already had. I should be 
very much pleased to hear your comments on 
the efforts we are making along this line. If 
you do not agree with me, I assure you that 
you will not hurt my feelings. That is about 
the story. As to the worth of such efforts, I 
should like to have your comments.
Mr. Homer A. Dunn (New York): One 
of the things Mr. Heaton touched on has in­
volved consideration in years past, maybe not 
for myself alone but for others with whom I 
was associated, and that was having some 
kind of a participating interest in the busi­
ness, whether it be salary, commission, or 
whatever it may be, in which the profes­
sional relationship also existed. In the par­
ticular instance which he cited, my notion 
would be that if the facts were laid before 
the banker, the banker’s judgment would settle 
the question. Good business ethics would de­
mand that the banker be informed of the re­
lationship existing between the accountant 
outside of his professional relationship and 
the organization whose financial status or op­
erations he was certifying to. If the banker, 
in view of that, was willing to accept it, he 
took his own risk. You can imagine, as well 
as I, what the attitude of the average banker 
would be under those circumstances.
I would like to supplement a little what 
Mr. Castenholz advanced, to which Mr. Hea­
ton referred, with regard to the small prac­
titioners, with a great many of whom through­
out the country I have some personal ac­
quaintance, and for whom I have some sym­
pathy. Mr. Goldston will remember what I 
said to the Virginia members at Virginia 
Beach, I am sure, and I believe it has borne a 
little fruit in that locality.
By and large, certified public accountants 
are great individualists. A good many of 
their accomplishments grow out of that fact.
Their early training and early experiences are 
not along the lines of cohesiveness of organi­
zation. I believe certified public accountants 
can very much improve their situation if they 
will think more strongly of association each 
with the other in the form of partnerships. 
There is an economic side to the question as 
well, there is the carrying-on side of the ques­
tion as well, there is the conference side, the 
exchange of ideas and views over mooted 
questions. There is much value in that close 
association of partnership; it calls for a great 
deal of give and take, of course. It calls for 
some forbearance, and for much patience. 
But in the long run that is all worth while, 
measured by the results that can be attained 
through such association, as compared with 
pursuing the game, if I may so call it, indi­
vidually.
Not so much from what Mr. Heaton said 
today as from some remarks that he made on 
one occasion in the Accountants’ Club of 
America, I would like to cite an instance of a 
special service rendered by an accountant, 
where there was a case of association involved. 
It so happened that this particular accountant 
had been carrying on the regular audit work 
of a considerably sized corporation which 
was pretty closely held, so closely held that 
two stockholders and a trustee for three estates 
controlled the majority of the stock. There 
had been a descending line of profits from the 
operation of this business for two or three 
years, and that two or three years represented 
not the whole, but a large part of one par­
ticular administration. These stockholders be­
came concerned. They formed themselves into 
a secret committee of three, without the 
knowledge of the board, which was much 
larger, of course, and sent for this accountant. 
They said, "We don’t question your reports, 
but we are not satisfied with the way the busi­
ness is being run. There is something wrong 
somewhere. There is nothing in the general 
conditions of the country which would explain 
it. We wonder if you could suggest an in­
vestigation of the administration of the busi­
ness in some way.”
It so happened that the accountant had had 
experience in previous years in administrative 
problems, so he wasn’t floored by the use of 
the term, "We want an administrative investi­
gation.” He said, "You will have to introduce 
me into the situation in a special way for some
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other purpose, it seems to me, than an in­
vestigation of the administration.”
They devised a scheme for going into the 
question of production costs. They pretended 
to want an investigation of the production 
costs, and they called upon the executive com­
mittee to look into that as possibly an expla­
nation of the bad results, and a start was made 
in that way. That opened the door, by reason 
of certain peculiar practice, to getting into the 
minutes of the meetings of the directors and 
the executive committee. The secretary hap­
pened to be a very particular sort of chap and 
he thought it was his duty to set down prac­
tically everything that occurred, and it was 
disclosed that the business problems were 
being referred to committees. The man in­
vestigating things naturally called for the 
committee reports, with the discovery that the 
committee reports were buried in a desk sitting 
over in the corner of the president’s office. 
That was the morgue for committee reports. 
He made inquiry, cautiously, among the heads 
of departments who had been on committees, 
and found that they had made reports and 
that was the end of it. There was a little sour­
ness with it.
There was no written report made of that 
service. The three interested parties were 
called together and advised that the whole 
problem revolved around the methods pursued 
by the president, and they were described. As 
to action, things recommended were neither 
disapproved nor approved. Both sales and 
production morale were broken down.
They said, "What are we going to do about 
it?”
The answer was, of course, "You need a 
president of a different mind for carrying on 
the administration for an organization, and 
getting cooperation, getting results.”
They said, "Well, I guess we will have to 
maneuver some way to get a new president.”
That was the answer to the question, and 
the profits were restored. That is a special 
kind of service, of course, but it is not a serv­
ice that cannot be rendered by any certified 
public accountant who has applied his mind 
to works on this subject. He can visualize 
the remainder that he does not get out of the 
books. When he sees that there is a probable 
weakness in the administration, there is an 
opportunity to suggest to someone who is in­
tensely concerned in the question of profits or
losses of the business that possibly there is 
some explanation for it that might be ferreted 
out. That is a very proper term, ferreted out; 
in those problems it means ferreting work.
Mr. Norman E. Webster (New York 
City) : Part of this discussion might have been 
directed to the question, "How shall we in­
crease the demands on certified public account­
ants?” We have heard one method described. 
I think that is so personal, as salesmanship is 
personal, that without differing at all from 
what has been said, I am inclined to tell a 
little bit how my mind works. It is said of 
Cyrus H. K. Curtis, of The Saturday Evening 
Post, that he has sold more advertising than 
all of his solicitors, and never wrote an order. 
Somehow I have an idea that he was and has 
been a great advertising salesman.
Four years ago, or something like that, four 
industrials which were largely complementary, 
and to some extent competitive, were thinking 
of merging. Each of them had its own outside 
auditor. Possibly there was a little jealousy 
as to the selection of any one of those to make 
a study of the situation as to mergers. It re­
sulted in their going entirely outside for audi­
tors, and we received that engagement. We 
got very nicely acquainted with them, and I 
hoped that something more might come. The 
most successful company in the group had an 
executive whom I greatly admired. He has 
been on committees considering other concerns 
with whom I have been called in consultation, 
and I had always wanted to have a little across- 
the-table talk with him, thinking it might do 
my little organization some good. He is not 
in my home city, and I didn’t feel I had any 
right to ask for the privilege of calling on 
him. As he was quite a distance from home 
I thought it would involve considerable ex­
pense to go there and back on a wild goose 
chase, but within the last few weeks I had to 
make a trip on which, by making a little de­
tour, I could see him, and I did.
We discussed the political situation, the 
depression, the state of his business. All 
through this time he has been in the black. 
We discussed the fact that last week he had 
the biggest orders he had had in 1932, the 
fact that he knew some of his competitors 
were doing fairly well, and then he got pretty 
close home and began talking about a thing 
he had hesitated about. He said, "We haven’t 
reduced wages. I am wondering if we will
1933 THE CERTIFIED PUBLIC ACCOUNTANT 85
have to, but I won’t come to it yet. We have 
one line on which we are not making any 
money, and I have been offered a scheme 
whereby I could replace the men with girls 
and put that in the black by $25,000. I can­
not put those fellows out, and I don’t know 
what I am going to do.”
He took me out and showed me through his 
plant, a modern plant. I was with him two 
hours, and never said a word about what we 
could do. That is my idea of solicitation. He 
asked me to come again, and I will visit him 
again. I am trying to keep the contact. That 
is a different way, but that is the way in which 
I can do it, although I am not saying everyone 
can do the same thing.
I remember we are talking about the in­
creasing demands on certified public account­
ants. A collateral thing to that is the respon­
sibility for our work and the extent to which 
we should protect ourselves by insurance. I 
have not brought myself to that yet, and I 
don’t know whether I will. But I am trying to 
protect us by a better examination of what we 
are doing. I am trying to know as nearly as I 
can that it is a hundred per cent. If so, there 
is no financial responsibility and I don’t need 
to pay insurance premiums. The small amount 
of the premium isn’t worrying me, but I am 
opposed to the idea that I should protect my­
self against unsatisfactory work that way in­
stead of doing the job so that I know it is 
right.
Mr. Simon Loeb (New York City) : I did 
not intend to speak on this subject but I think 
there is one phase that may well deserve con­
sideration, and that is a possible control of 
the unreasonable demands that are made at 
times on accountants. I am acquainted with a 
number of instances where credit men, when 
pressed, were inclined to place the blame un­
fairly on the accountants. I suppose these in­
stances may be multiplied by the experiences 
of others. On the other hand, the profession 
should be encouraged because of the constantly 
increased demands on accountants, not only 
those self-imposed, but also the increased de­
mands which are made and expected by their 
clients.
My own firm had an experience with a 
manufacturer who, some years prior to our 
association with him, had been unfortunately 
advised as to financial arrangements for the 
periodic reduction of first and second mort­
gages on his plant. As a result of our initial 
review of his financial condition and drawing 
up of budgets for current and future opera­
tions, we pointed out to our client that the 
arrangements for the periodic amortization of 
mortgages would seriously impair his financial 
condition within the course of a few years. 
We felt that the period within which the 
mortgages were to be amortized was entirely 
too limited to be met out of the maximum net 
income which could be expected for the same 
period. As we had forecast, that is just what 
happened, with the result that our client ulti­
mately found himself in a financial position 
where liquidation seemed to be imminent. It 
happened that the manufacturer was financed 
through a large banking organization, and 
because of the condition just referred to, it 
refused to extend further credit. As a matter 
of fact, the head of the banking organization 
advised our client to liquidate. Here the ac­
countant as an advisor began to play an im­
portant part. We explained to the executive 
of the banking organization that we had de­
vised a plan whereby the second mortgagees 
were to take over the plant in complete liqui­
dation of all mortgages and to lease a part 
thereof to our client on an annual rental, thus, 
not only relieving our client of annual amor­
tization payments but also of interest, real 
estate taxes, depreciation and insurance, and 
other items of physical maintenance. The 
banking organization asquiesced to this ar­
rangement with the result that through the 
accountant’s advice the plant is still function­
ing, the effect being, of course, that the client 
is still in business, the banking organization 
still has a customer and the drain on the com­
munity which a liquidation usually causes, 
has been avoided.
Another point which I desire to stress is 
that in this case, of necessity, we had to in­
clude suggestions of a quasi-legal nature be­
cause, in presenting the plan in full, we had 
to take into consideration the possible effect 
of sundry legal phases of the transaction. 
Naturally, the respective attorneys drew up 
the final agreement in legal form.
Mr. Norman E. Webster (New York 
City): Would you call what you did legal 
work or broad business advice? Would you 
want your client to have legal advice on those 
particular things? I think we should. There 
( Continued on page 113)
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A Bit of Old Indiana*
•By M e re d ith  N ic h o ls o n
I F you will pardon me for a moment, I 
would like to deliver a message to a dele­
gate (I am ashamed to say that I did not get 
his name) from South Bend, Indiana. The 
situation is this: As I was passing through the 
lobby coming up here this evening, a gentle­
man distinguished in politics of that party 
which at present seems to be nameless in In­
diana (I will not name it; it would be im­
proper, I suppose, to mention the name of any 
political party) stopped me and asked where 
I was going, and I told him I was going to 
meet with the accountants. "Well,” he said, 
"are you going to speak?”
I said, "Well, I shall make a few remarks 
there.”
He said, "I wish you would make them 
brief, because a friend of mine from South 
Bend is going to drive me home and I don’t 
want to make it too late.”
Whoever that gentleman is who is going to 
take our distinguished statesman home, I will 
give him a tip that he ought to be able to get 
him there about eleven forty-five.
It is always with emotion that I stand in 
this room. It bears the name of my old friend, 
Riley, and it has these inscriptions that set 
forth quotations from some of his most 
charming poems. Riley was the most dis­
tinguished citizen we have had. We have had 
presidents here; we have had vice-presidents 
here. You know Indiana is a place that seems 
to produce vice-presidents and vice-presi­
dential candidates without any difficulty what­
ever. But Riley sang the fame of the old 
Hoosier State to all the world. He was a 
familiar figure for many years on our streets. 
He was our best loved citizen. And in these 
times of stress and difficulty and uncertainty 
for most of us (certainly I may confess to 
having had a good many troubles in the past 
year or two) how fine it is to have a poet who 
sang cheer and hope, and whose philosophy of 
life always looked toward sunlight and a bet­
ter day.
Riley had many peculiarities. His poetry is
*Address at banquet, Annual Meeting, Claypool 
Hotel, Indianapolis, September 29, 1932.
always optimistic, and yet there was a good 
deal of pessimism in him, as, for instance, he 
never walked anywhere without an umbrella. 
He had no faith in the elements at all, and he 
hated to get wet.
The question is asked as to why we pro­
duced so many writers in Indiana. Well, there 
is no very great mystery about that, though it 
may be remarkable that a bunch came along 
in about the same period. But back in the 
beginning of the history of this State there 
were writers and there was a cultured society 
in Indiana. We had some great school-teach­
ers in early Indiana, and yet as late as 1848 
Indiana had one of the highest percentages of 
illiteracy of any of the northern states. But 
we had some people who were equal to the 
situation, and they went out to get free 
schools. There was a member of the Indiana 
Legislature ’way back yonder who declared in 
the State senate that he was opposed to free 
schools, and when he died he wanted it put on 
his tombstone that he was opposed to public 
schools. But out of that we did emerge, and 
most of us now are literate.
We produced Edward Eggleston, who him­
self was a schoolmaster and wrote The Hoosier 
Schoolmaster, The Hoosier School Boy, and 
other books, and he was a fine historian. He 
was deeply interested in our pioneer aspects 
and in the pioneer life. After him came Riley, 
who took up the pen and wrote of Indiana as 
it was with the return of the soldiers from 
the South at the end of the Civil War. We 
had Charles Major, a lawyer over here at 
Shelbyville, Indiana, who on Sunday after­
noons wrote a book that became very famous 
and for a long time a best seller, which was 
successfully acted on the stage by Julia Mar­
lowe, the name of which was When Knight­
hood Was in Flower.
We have here my very dear friend and fel­
low citizen, Mr. Booth Tarkington, who has 
written many, many books, Monsieur Beau­
caire, The Gentleman from Indiana, and a 
long succession of other charming novels. 
And so we keep on doing the best we can. 
We have Claude Bowers, who came from
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Terre Haute, who has written marvelous books 
dealing with phases of American history. We 
had another distinguished man here at India­
napolis whose name is known to you all, con­
spicuous in politics, a United States Senator, 
Albert J. Beveridge, who died only a few 
years ago. He laid a great debt upon the 
future to remember him by his magnificent, 
monumental biography of Chief Justice Mar­
shall. I would say that this is the greatest 
biography ever written of any American by 
any American citizen. And so it goes.
In casting my eye about the room and ask­
ing as to the representation of the states here, 
I think that in these times of depression, when 
people are disposed to be sad and mournful, 
it may be that we are going to give a little 
more attention to literature, to the writers of 
the different states and sections who have 
done so much to publish the fame of their 
communities abroad. It may be that, after 
all, we are going to get something out of this 
that will be for the ultimate good. It is 
pretty hard to see it now, but it is going to 
come. And I like the note of cheer and hope 
struck by the President. We are not going to 
give up the fight here in good old America. 
We have been passing through a bad time, 
perhaps the worst that we have ever had. It 
seems worse, at least, because the shock of it 
has been so great. But it cannot be possible 
that great America, with all that we have had 
and with all that is possible, is going to yield 
herself to despair, but we are going to go on 
finding new ways, finding better ways, and 
finding the ways that will bring us to pros­
perity again, perhaps not the prosperity we 
had, but to comfort, ease, security, so that we 
may extend to all the world our message of 
justice, mercy, and peace.
I think we need to learn to laugh again. I 
find as I move about that I don’t find the old 
mirth in America. We always had humor, 
we were always able to laugh, but in these 
recent years, I think perhaps since the World 
War, there hasn’t been so much humor. Fewer 
men stop me in the street to tell me a story 
than formerly, and this used to be a great 
story-telling community here. Riley, I might 
say, was a master story-teller, one of the 
greatest. But we used to have a lot of funny 
men, as we called them, moving about the 
country—a lot of lecturers. I can remember 
when there were funny papers like The Arkan­
sas Traveler, a great host of those papers 
which are mostly forgotten. But their humor 
was good, it was wholesome, and it expressed 
the communities they represented. I don’t 
quite get the fun out of the comic strips to­
day. They may be awfully funny, and some 
of the humor strikes me when I look at one, 
but I don’t look at them very much unless my 
grandchildren bring me the Sunday morning 
paper and invite my attention to something 
which I would have overlooked.
We have got to cheer up about this whole 
situation, it seems to me. I think we need a 
little different tone in our literature. We have 
been through a terrible war time that brought 
us a lot of very melancholy war stories, but 
it seems to me that mirth and laughter and 
cheer are something we have got to win back. 
It used to be that I couldn’t walk downtown 
three or four blocks but I would meet some­
body who would tell me a good story. We 
seem to have got through a period of telling 
Scotch stories, but that seems to be dying out 
now, at any rate. We started out to be a cheer­
ful country over here. The Pilgrim fathers 
were a little stern, and I suppose the people 
who believe in prohibition— I shouldn’t speak 
of that, but I did, anyhow; that is one of my 
mistakes. The Prohi’s wanted to regulate 
everybody else, but we started out to be a 
free country and I don’t want to interfere with 
my neighbors. Just so they don’t throw their 
ashes on my grass and interfere with me, keep 
me awake o’ nights, it is none of my business 
what they do. Any sins they commit are be­
tween them and the grand jury. I am rather 
for every fellow doing about as he pleases as 
long as he is decent. And it hasn’t been 
merely as to the liquor business that we have 
had regulatory spasms, but everything. We 
are overlegislated. We have too many laws. 
People seem to like laws.
I ran for office a few years ago— I won’t 
say on what ticket. I was defeated, I think 
because I went around making speeches and 
saying, "No more laws.” I talked to some 
accountants once, and it was to my surprise 
that I was asked to address this large body, 
but that is between you and the local com­
mittee. The joke is on them. I was almost one 
of them. I might have been eligible to mem­
bership if I had hung on. I had some friends 
who got mixed up in the coal mining business 
out in Colorado, and they thought I needed
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work. I had never seen a coal mine, so they 
appointed me auditor of the company. It was 
many companies in one. I had heard that two 
and two made four, but I had almost had to 
demonstrate it on my fingers to be sure, so I 
became auditor of a coal mining company. I 
got so I could add up a long pay roll and get 
through pretty well without using my fingers. 
It was one of my great achievements. Then I 
knew a little law. It was very curious, but I 
knew a little law, having been around law 
books and a law office, and the thing affected 
me a little bit, so I found out that this cor­
poration was being milked, robbed, and it was 
a very curious sensation. You know, with 
your professional sympathies, how I, a young, 
trusting bird from Indiana, felt, going out 
there and finding that I was sitting in the 
same room every day with a gentleman who 
would steal. I was not used to that in Indiana. 
Most of my friends here were honest people.
Just to make the story very short, I became 
so terribly efficient that one day I found in a 
railroad auditor’s office a little voucher, and 
found the president had lifted $1,500 just as 
cute and neat! and I never would have known 
it if the auditor of the railroad hadn’t been 
my friend. So I swelled up that I was onto 
things and knew some of the legal problems, 
the right of eminent domain, where the presi­
dent of this company had run a long and ex­
pensive trestle across the property of another 
mining company out there, and there wasn’t 
any law at all for it; there was no public use 
in the thing at all. He was so crazy about it 
that he had very beautiful passes for his rail­
road friends to exchange with all the rail­
road presidents in the country. I am speaking 
now modestly, but I became so efficient that 
they had a directors’ meeting one day and 
fired all the rest of the bunch and wanted to 
make me president of the company. I ran 
like a frightened deer for the Burlington 
Railroad ticket office and bought me a ticket 
back to Indiana, and I have been here ever 
since.
That is the nearest I have ever been to being 
a member, or eligible to membership in your 
honorable profession.
There is one thing I would like to speak 
seriously about, if you don’t mind a few words 
more. Of course I must not detain the South 
Bend gentleman! I have taken some interest 
in politics, not so much a partisan as a be­
liever in American institutions and in the 
importance of getting everybody interested in 
governmental questions, and I suppose that 
in the last year or two more people in Amer­
ica, where only half of us vote, have taken 
some interest in political considerations, 
questions and problems, than in a great many 
years. I have had some experience as a city 
councilman, for example, and I could never 
have been elected here in my home town to 
the office of city council, and I got into office 
in this way: I could not have been elected at 
a regular election by the people; but seven 
members of our council were indicted for ir­
regular practices, and they were willing to 
retire and elect their successors if they would 
be let off with a fine. The prosecutor, after 
consulting with our civic bodies, agreed to 
that. The successors were to be chosen from 
a list to be supplied by the members of the 
Chamber of Commerce and other civic bodies. 
My name was on the list, and so I was elected 
a city councilman, not by my loving, admiring 
fellow citizens, but by, as I may delicately put 
it, a bunch of crooks. That shows that there 
are more ways than one of getting into an 
office.
You have been about our city and know 
what it looks like, and I will say that the 
council, when assembled (there were nine of 
us), had two very fine men who had been all 
through the hard time with the gentlemen 
whose sense of public responsibility was so 
low, two very fine citizens who survived the 
collapse. There were nine of us after the re­
organization, and it seems to me that was one 
of the finest things I had ever known in the 
way of municipal government. We had no 
partisanship, we didn’t care about each other’s 
politics, but even when we had committees 
for everything we met always on any import­
ant matter as a committee of the whole. We 
would have lunch together, we would have 
dinner together, we would make inspections 
together when all of us didn’t need to go. 
For two years I had that very pleasant associa­
tion.
My point is this: We have come to a place 
in the affairs of the United State of America 
when the very best intelligence of the country 
has got to take an interest, or we are doomed. 
A democracy like ours won’t work auto­
matically. It cannot be done. You have got 
to get some brains into public office, and
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some conscience. You gentlemen know in 
your professional work of the great effort that 
is now being made to lower taxes in every 
one of our political units. We have been go­
ing through that here. Everywhere it is the 
same thing. You have got to cut down gov­
ernment expenses. It can be as expensive as 
we want it to be. We have been spoiled. We 
want a whole lot of things we don’t need. 
Now we have got to cut. Everywhere it is the 
same story, trimming the budget, trying to 
balance the budget. But there are more things 
than taxation that demand attention in this 
country. There are these great questions of 
unemployment, the industrial situation, the 
agricultural situation and transportation. We 
cannot trust the solution of those problems to 
men who are not of the highest order; and 
that is our great problem.
Twenty years ago I wrote an essay, printed 
somewhere, on the subject of "The Second-Rate 
Man in Politics.” Since then we have got down 
till we have had the third-rate man in politics. 
Government isn’t automatic. The Constitution 
and the statutes are all very pretty, and the 
decisions of the courts, but we need to per­
suade men of the best ability, and I will add, 
women of the best ability—to improve con­
ditions. I say women because I think (I am 
not saying this to jolly the ladies present) 
that we are going to need women more and 
more in our politics. I know from my own 
observation and experience that there are a 
great many things that women could do better 
than men; particularly so, I would say, in 
municipal government. And I would like to 
say to the ladies here that I have been much 
peeved and grieved that, after all the effort 
we made to get the franchise for women, so 
few women take any interest in the ballot. 
We don’t get the very best of our American 
womanhood interested in politics. There are 
individual cases that are quite splendid, but 
not with the great body of women. I made 
speeches for woman suffrage, and we used to 
say that as woman was a wage-earner she was 
entitled to the ballot, that it was her right to 
have the ballot since she had entered the eco­
nomic world. There are women who take 
little or no interest at all in politics. It is 
hard to persuade them to vote. I don’t know 
what per cent of the women in this State vote, 
but it is comparatively small. We need every­
body who has faith in American institutions
to try to help improve the condition of things. 
We are not going to get honest taxation, we 
are not going to get the things we need in all 
these other ways by just trusting to nitwits. 
There are a lot of men who get a lot of pub­
licity in this country who have no business 
being in any public office, and the tolerance 
of the people for men of that character is 
amazing. It is an affront to our intelligence. 
It is a commentary upon the benefits of public 
education.
We have got to save good old America. 
We have got to pull her out of this despond­
ency that she has fallen into, and the stuff is 
all here. We have got it all. It is a question 
of brains, intelligence pointing the way.
It has been a great pleasure to have your 
association meet in our city. You have found 
some suggestions as you walked about the 
streets of the part Indiana has played in his­
tory. Every one of you is from a State that 
has some significant history, from the new 
states to the old. The gentleman here at my 
left is from California. What a marvelous 
history California has had and will go on 
having. I think of California mostly in terms 
of Bret Harte, and I am told that Bret Harte’s 
stories never had any foundation at all. Mrs. 
Miller and I were talking about Louisiana 
literature, and I made a terrible mistake. I 
made an awful blunder, and it was very stupid 
because I made it once in New Orleans. I 
spoke of an author whom I greatly admire, 
who was very conspicuous and popular in the 
eighties, and I thought he wrote charming 
things. He had a fine reputation in the North. 
I said that George W. Cable was a wonderful 
writer. I could see a little look of sorrow 
cross her face to think that I could be so 
stupid. I made that same mistake in New 
Orleans one time at dinner in a house where 
Dorothy Dix was present— a very charming 
and wonderful woman. I don’t always read 
her philosophy and advice to young men, but 
having met Dorothy Dix I know it must be 
good. It wasn’t my fault if George W. Cable 
had been unfair. He had written in a spirit 
which New Orleans resented. To me they 
were bully stories, but it shows how easy it 
is to make these little social errors. I hope 
Mrs. Miller will forgive me for bringing into 
a very pleasant meeting the name of an author 
whose name is mud, not to say anathema, in 
the State of Louisiana.
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I was going to tell you some more about 
Indiana writers. If it weren’t for this gentle­
man who is waiting to go to South Bend! He 
has cramped my style terribly. I was going 
to tell you about the Circle Park over here, 
where the monument stands. The ladies will 
like this. It has a real human touch to it. 
When the town was laid out, there was 
Circle Park, where you see the tall, soldiers’ 
monument, and they thought it would be a 
fine place to build the governor’s mansion, and 
they built the mansion for the governor in the 
middle of the park, which was exactly the size 
it is today. The first governor moved in, and 
everything seemed pleasant. It was just a step 
over to the State House. But his wife wouldn’t 
have it. Oh, she was bitter about that thing, 
and you would never guess why. The place 
being round, with the house in the middle of 
it, there was no place to hang the wash where 
all the other people in town couldn’t come 
around and look at it.
That happened with two ladies of the gov­
ernor’s circle, so they tore down the building. 
And some of the brick out of that old build­
ing were dug up in another building only a 
little while ago.
After the mansion was taken out it became a 
park, and there were very fine stately trees 
there in my boyhood. It was in that park that 
Colonel Robert G. Ingersoll, better known as 
an atheist than as an orator, perhaps, but a 
very great orator, a very wonderful man in­
deed, made a remarkable speech in 1872, 
that had an eloquent peroration— "the past 
rises before me like a dream!”
The monument which is placed there is not 
only in memory of Civil War soldiers, but of 
the soldiers that were with George Rogers 
Clark when he captured Vincennes on the 
Wabash River in the war of the revolution, a 
very significant movement that won for the 
colonies all the northwestern territory. There   
is the statue of George Rodgers Clark, and 
there is one of Oliver P. Morton, the gover­
nor during the Civil War. Morton was a very 
powerful figure in the United States Senate 
later. We have there also William Henry Har­
rison, the hero of the Battle of Tippecanoe, 
who was President for one month, took cold 
and died. There is also the statue of James 
Whitcomb, governor in the Mexican War 
period, and for whom James Whitcomb Riley 
was named.
So there is a good deal of history right there 
in that circular place around the Soldiers’ and 
Sailors’ Monument.
You pass up the street and you see our 
handsome post office, and then if you look on 
the south side of that—University Square—  
you will find Benjamin Harrison, grandson 
of William Henry Harrison, another Presi­
dent of the United States. You will see his 
bronze effigy there, looking in the back win­
dows of the post office. I have spoken fre­
quently to my Republican friends about the 
statue being in such a humble position there 
(I suppose I should not say "my Republican 
friends,” but just "Republicans”) , looking in 
the back windows of the post office, where he 
couldn’t see anything but mail bags, and I 
wanted them to move it. But if they don’t 
want to move it, it is all right with me.
I hope all of you who will be here tomor­
row will do me this favor: Go into University 
Park, just beyond the post office, and look at 
the fountain there. It is a fountain done by 
Karl Bitter, now dead, a very distinguished 
sculptor, and the fountain represents dancing 
children. That is the loveliest thing, I think, 
in an artistic way that we have in Indianapolis.
Then you will glance at the uncompleted 
War Memorial, and I beg of you, if you have 
not yet been taken to the Public Library, to 
step into that building, if only to get a sense 
of its atmosphere and beauty. Cram, the great 
critic of architecture, has said that is one of 
the most perfect buildings, architecturally, in 
this country.
I have rambled along, and South Bend is 
some distance away, but I would just like to 
say this: It is a great pleasure to have had you 
come to Indianapolis, and I say this sincerely 
because I like all these occasions that bring us 
together from different parts of the country, 
from different states. Each State has its flavor, 
we hope we have ours, and we hope we stand 
for something in the national life. It is fine 
that we can all meet in a brotherly and sisterly 
way, with whoever comes from California or 
New York, meeting in Indiana. We find that 
we all speak the same language, we all have 
the same aspirations, we all want America, to 
realize her great promise. And we are a nation 
of homes, we are a home-loving people. Any­
thing that operates to destroy the simpler 
things of life, that makes necessary having
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more than we ought to have, which has been 
our trouble, is not for our good. It may be 
that out of all this distress and all these 
anxieties we are going through we may get 
back to something that is finer than anything 
we ever had.
I will repeat, if I may, some lines by a good 
citizen of Chicago, now dead, much loved in 
his time, and one of the most versatile jour­
nalists that our country ever knew, Eugene 
Field:
Once on a mountain height far from the sea 
I found a shell,
And to my listening ear that lonely thing 
Ever a song of ocean seemed to sing,
Ever a song of ocean seemed to tell.
And as the shell upon the mountain height 
sang of the sea,
So do I ever, wandering where I may,
So do I ever, leagues and leagues away, 
Sing, Oh, my home, sing, Oh, my home, of 
thee.
Why a State Society of Certified 
Public Accountants?*
By T h o m a s A u v ra y  W illia m s , C.P.A., New Orleans, La.
H ENRY W. JESSUP, M.A., J.D., in his 
  comprehensive book on The Profes­
sional Ideals of the Lawyer, defines a profes­
sion as:
"A calling in life based on special train­
ing and ability contemplating public service, 
and differentiated from ordinary business 
vocations by its subordination of pecuniary 
returns to efficient service.”
Professor MacIver (Toronto Univ.) styles 
each profession "a functional group in so­
ciety” and argues that the social tendency is 
to organize increasingly in "terms of func­
tion.” Each functional group acquires, as it 
develops, its distinctive Code of Ethics, using 
the generally accepted social one as the stand­
ard upon which to shape its conduct. A State 
society of certified public accountants is the 
arbiter of the professional conduct of those 
practitioners who, for the protection of the 
public, have voluntarily subjected themselves 
to the group-formulated idea of right and 
wrong.
The emphasis placed in the definition, of 
a profession being a calling contemplating 
public service, implies a duty to protect the 
public interest, for how else could the public 
be served? However motivated by pure pur­
poses to serve his client, it is dangerous to
*Concluding address in a series of broadcasts 
over W W L , by Louisiana State Society.
intrust the public interest to the conscience 
of the individual accounting practitioner, and 
to agree that it should be the rule of pro­
priety of professional conduct. It is safer to 
rely upon a common consciousness that bases 
its judgment of what is right and wrong from 
an ethically derived philosophy, or standard 
of conduct.
The individual conscience is likely to be 
free of moral or religious scruples, or to be 
abnormally developed or insensible to feeling. 
It may not have that high conception of honor 
so essential to a profession. It may not realize 
that a thing may be lawful and not honorable. 
For example, it has been said that the am­
bulance-chaser does nothing dishonest, but 
none the less he dishonors the profession of 
law.
In most states, including Louisiana, the leg­
islative acts regulating the practice of public 
accountancy provide for the revocation for 
unprofessional conduct of the holders of 
C.P.A. certificates issued, or the cancellation 
of certificates registered under the act. It is 
true also that the State being privileged to 
license the practitioner, can regulate the prac­
tice of public accountancy. Yet, when the 
question of the revocation of a certificate is 
at issue, the court, because it realizes that de­
privation of livelihood is a consequence of 
conviction, is generally reluctant to uphold the 
removal of a certificate except in actual case
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of fraud, malpractice or other act resulting in 
actual money loss to the public.
On the other hand, when, by his application 
for and his election to membership, a prac­
titioner voluntarily obligates himself to fol­
low and live up to the ethical code of a State 
professional accounting society he subjects 
himself to expulsion for a much wider range 
of offenses. The professional accounting so­
ciety recognizes that the rendering of public 
service is paramount. In other words, it looks 
at public accountancy as a "means of liveli­
hood” only incidentally. It puts service as its 
purpose, efficiency and honesty as its goal, 
and not merely as a policy. It looks at hon­
esty not only from the viewpoint of avoiding 
a line of conduct which the law prohibits and 
punishes, nor even from the business sense of 
fair play, but is actuated by the highest sense 
of honor or moral integrity, and a repulsion 
for those acts bad per se.
The only code of professional ethics which 
protects the public in the practice of public 
accountancy in Louisiana originated with, is 
sponsored and enforced by, the Society of 
Louisiana Certified Public Accountants.
As everyone knows, man by nature is in­
herently selfish. However, we would not have 
advanced to our present stage of civilization 
by a strict adherence to the first law of nature. 
Dawn man’s first association with others of 
his kind, in the family group and then as a 
community of families come together for com­
mon protection, necessitated his surrender of 
those personal rights which, when exercised, 
were contrary to public good. This self- 
denial built character, and character is the 
keynote of professional life. Therefore, I 
submit to you that the voluntary banding 
together of public accountants into a State 
association, and their acceptance of the rigor­
ous restrictions upon personal conduct as are 
contained in the self-denying ordinance of a 
professional code of ethics, is conclusive proof 
of the character of the members and their 
concern for the public good.
It must be thoroughly understood that a 
State society of certified public accountants has 
none of the earmarks of a trade association or 
labor union about it. It is not designed for 
the purpose of stifling competition, for fixing 
or regulating fees, or for restricting the extent 
or character of practice of any class of compe­
tent and honorable public accountants. There­
fore there is little, if any material gain or 
advantage the individual can derive from his 
membership in such an organization. It is 
not composed of men primarily seeking solu­
tions for personal problems, protection, indi­
vidual recognition, prestige or reward. It is 
composed of men convinced that theirs is a 
profession concerned with a part of the gen­
eral social problem insofar as its practice puts 
the stamp of authority and credibility upon 
matters of earnings, financial condition, tax 
liability, accountings of stewardships, etc., in 
connection with the conduct of modern busi­
ness.
Now the public practice of accountancy is 
not a craft, nor a trade, nor a business. The 
public, especially the business and investing 
public, is vitally interested in the character, 
intelligence, and learning of those who prac­
tice public accountancy. Because the right of 
any person to practice public accountancy has 
to be subordinated to the need of protecting 
the public against the incompetent, it has 
been regulated by law in each State. Certifi­
cates to practice as a C.P.A. are awarded by 
State boards only after the candidate for the 
degree has satisfied the board as to his good 
moral character, his general educational quali­
fications, and he has passed an examination 
designed to test his proficiency and experi­
ence in the technique of the profession.
A man practicing the profession of public 
accountancy becomes a counselor of business 
executives, public officials, and other leaders. 
He gives skilled advice upon the proper re­
cording of business transactions; the accurate 
reflection of operating and financial results; 
the propriety of capitalizing public utility 
expenditures for rate-basing purposes; the 
adequacy of depreciation, obsolesence and 
bad-debt reserves; the advisability of paying 
dividends, of erecting or scrapping plant facili­
ties; and upon other equally important mat­
ters of business policy.
The public accountant also, by the power­
ful weapon of his certificate, which he other­
wise refuses to unqualifiedly render, influences 
correct decisions and the honest discharge of 
their duty from corporate, public and other 
officials acting in a fiduciary capacity, and pro­
tects the property interests of others intrusted 
to them.
In political, industrial, and other public 
controversies, his stand upon principles of
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finance, economics, taxation, and accountancy 
often moulds public thought and opinion. 
By his expert testimony in courts, his employ­
ment by them, by attorneys and others, he has 
profoundly influenced the law of corporations, 
partnership, administering and settling estates, 
trusts, torts, public utilities, taxation, etc. By 
the public practice of accountancy in this way 
he has interwoven the principles of his pro­
fession with those of the law.
The public is interested, as can be seen from 
what has just been mentioned, in the honest 
and efficient conduct of accountancy practice. 
The accountancy profession, however, as has 
been said before, itself has a duty in seeing 
that the highest standards are maintained. 
This duty is best discharged by State profes­
sional societies through concerted action in 
securing such legislative action as will result 
in the maintenance of high standards; by way 
of example to both the profession and public 
by the adoption of a code of ethics; by dis­
couraging the lowering of these standards, 
through the power to discipline its members 
for unprofessional acts.
A man entering such a broad and learned 
profession should seem to be able to in­
tuitively perceive and distinguish between 
right and wrong in matters of professional 
conduct without having ethical ideas fed to 
him by a professional society. We must re­
member, however, that the public accountant 
is human, and therefore imperfect and given 
to weaknesses. Although having ideals, and 
striving to live up to them, it must not be 
overlooked that he may sometimes be unduly 
influenced (although we hope but rarely) by 
the motive of pecuniary gain. After exercis­
ing its prerogatives of selection to membership 
and expulsion of undesirables, the State pro­
fessional society of C.P.A’s, to a certain ex­
tent assumes responsibilities for the character 
and competence of its members. It prohibits 
acts and regulates the conduct of members so 
that the organization will not be brought into 
disrepute.
While the society itself is composed of 
imperfect humans its professional ideals are 
bound to be much higher than its most de­
linquent member. In fact, while some very 
honorable and conscientious certified public 
accountants are not members of a State or 
national professional society, yet those who 
are have a very high conception of their pro­
fessional responsibility. They also realize that 
it is to the public interest, and to that of the 
accountancy profession, that there should be 
an open and collective manifestation of this 
responsibility. The altruistic views and high 
purposes of the best among the membership 
in a professional society are bound to pro­
foundly influence the standard of ethical re­
sponsibility of the profession to the public, 
as well as to the public’s opinion of the pro­
fession.
Probably after listening to me thus far you 
are beginning to think: Isn’t this emphasis of 
service at the sacrifice of gain in the practice 
of accountancy a little far-fetched?
What about this preachment of public in­
terest, professional responsibility, altruism, 
etc., by a State society of men engaged in a 
calling having to do with business— which 
exalts profits? Isn’t this all abstract idealism? 
Will not the individual public accountant be 
mainly concerned with the practical matter of 
his fee? Of course, I will answer that when 
a C.P.A. is asked to perform a particular serv­
ice by a client, both have entered into a con­
tractual relation, and the accountant is entitled 
to his fee. But, the relationship goes further 
than that. The C.P.A. often owes a duty to 
the public as well as to the private interests of 
his client. There are times when the situation 
requires a full and impartial disclosure— or 
none at all. This duty, or previous or existing 
relationships, may even obligate him to re­
fuse to accept employment. For instance, 
having recently represented the Federal gov­
ernment in a tax case he could not leave the 
government’s employ and serve the taxpayer.
The inadequacy of the fee contracted for 
never excuses the practitioner who does not 
do his work properly. Nor does it relieve him 
of his accountability to his State society for 
losses to those to whom he owes a responsi­
bility and which are caused by his lack of dili­
gence. I will also say to you that the con­
tractual relation does not obligate the C.P.A. 
to serve his client as an employee or servant. 
He serves not as one who takes orders blindly. 
A member of the Society of Louisiana C.P.A’s 
would be severely disciplined who allowed 
his client to influence him to prepare or certify 
to statements at variance with the facts or to 
depart from good accounting practice and 
principles in his interest.
It also expects the individual member, how­
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ever, to keep ever in mind that his relation 
with his clients is personal and is one of trust 
and confidence. As expressed in the Louisiana 
C.P.A. regulatory law he "shall not voluntarily 
disclose or divulge the contents of any com­
munication made to him by any person em­
ploying him to examine, audit or report upon 
any books, records, or accounts, nor divulge 
any information derived from such books, 
records, or accounts in rendering professional 
services.” The very nature of his work puts 
the C.P.A. in possession of information about 
the business of his client of an intimate and 
confidential nature. A discussion of these 
matters with anyone is highly reprehensible, 
and especially with the competitors of the 
client, or with those having an adverse interest 
to his. The Society of Louisiana Certified 
Public Accountants, and other State societies, 
are very jealous of the reputation and integrity 
of the profession in this regard. Any proven 
violation of the confidence of a privileged 
communication would be severely dealt with, 
unless it was proven that the accountant was 
impelled by a consideration of urgent public 
policy or for the administration of public 
justice.
It can be seen from the foregoing that the 
State society must expect of its members such 
an ideal of service as will control their con­
sideration of pecuniary gain so that their 
work will be well and faithfully performed 
and their duty honestly discharged. As private 
interests must yield to public good, the State 
society must expect that the client will not, as 
a result of his employment of the C.P.A., 
have the right to restrict the independence and 
impartiality of his investigation and report. 
It expects its members to have a conception 
of their duty in a peculiarly greater degree 
than the ordinary business man in the exposi­
tion of the facts and conditions existing in a 
business.
In short, a State society of C.P.A’s expects 
its members to be guided by these cardinal 
principles:
1. That in practicing their profession they 
are engaged primarily in a search for 
scientific truth, which once discovered 
must be reflected faithfully.
2. That they owe a duty to make a dis­
closure of essential facts in their reports 
which are sufficiently informative, in
view of the extent to which it can be 
reasonably expected that others will 
make use of, and rely upon them.
The Society of Louisiana C.P.A’s was 
formed on March 4, 1911, by a group of men 
who believed that on the whole the practice 
of public accountancy constituted a definite 
social responsibility. The society accepted and 
still accepts this responsibility. It feels that it 
can be discharged only to the extent that the 
accountancy profession serves and advances 
society through the economic or business life 
of the community. It believes that collective 
consciousness is freer of the influence of the 
pecuniary rewards of practice, which even 
the most conscientious individual practitioner 
must be concerned with to some degree. Con­
sequently it believes that the society as a body, 
in thought and purpose, is bound to have a 
more idealistic and altruistic idea of service 
than the most scrupulous practitioner.
In conclusion, I can answer the question of 
"Why a State Society of Certified Public Ac­
countants?” by stating that it exists primarily 
to serve the public, and to protect its interests 
where they are concerned with commercial 
enterprises and transactions. For twenty-two 
years the Society of Louisiana Certified Public 
Accountants has labored to establish and main­
tain a high standard of efficiency in the prac­
tice of public accountancy and to foster in 
the minds of the community a confidence in 
the professional conduct, qualifications and 
integrity of the practitioner of public account­
ancy. We believe that our society is neces­
sarily an integral link in the chain of the civic 
life of the community. It seems to us that 
self-interest dictates that the public and busi­
ness community should encourage it to take 
its part in the leadership of public affairs.
The society publishes a roster of its mem­
bers for the guidance of bankers, business 
executives, and others who might engage the 
services of certified public accountants. Mem­
bership of our organization carries with it 
recommendation as to the individual member’s 
qualifications, responsibility and integrity. We 
believe that the ideals, purposes, and devotion 
to public interest, manifested by the Society 
of Louisiana Certified Public Accountants, 
merits your confidence as well as your depend­
ence upon those upon whom it has set its 
stamp of approval.
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Accounting in Receiverships and Bank­
ruptcies as Applied in the State 
of New Jersey
By H y m a n  B e sse r , C.P.A., Newark, New Jersey
HAT are the duties, functions, and re­
sponsibilities of an accountant in the 
administration of receivership estates?
To intelligently answer this question re­
quires an understanding of the nature and 
origin of receiverships, the duties of receivers, 
their responsibilities to the creditors and the 
routine involved in the administration. There 
are many types of receiverships. Receivers 
have been appointed from time immemorial. 
In some states the jurisdiction of the courts 
to appoint receivers is regulated by statute. 
In other states the rules of common law pre­
vail. Since the industrial revolution in the 
United States following the Civil War, the 
administration of receiverships has become 
one of the most important functions of the 
courts of equity. Large corporations having 
thousands of stockholders and creditors, find­
ing themselves in difficulty, frequently are 
compelled to seek the haven of receivership to 
prevent a financial collapse with a resulting 
loss to creditors and stockholders. Likewise 
creditors and stockholders are compelled to 
resort to receivership proceedings to prevent 
a dissipation of the assets by an insolvent or 
potentially insolvent corporation.
There are numerous types of receiverships 
which require the services of accountants. 
Books may be written on that subject, but in 
this discussion I shall confine myself to sev­
eral classes of receiverships which are most 
common in this and other jurisdictions: In 
the first place there is the bankruptcy receiver­
ship. This receivership generally follows the 
filing of a voluntary or involuntary petition in 
bankruptcy, under the Federal Bankruptcy 
Act of 1898 as amended. In the second place, 
we have receiverships created by the Federal 
Court under its general equity jurisdiction, 
which generally corresponds to the equity 
jurisdiction possessed by the Court of Chan­
cery of New Jersey. In the third place, we
have receiverships created in the Court of 
Chancery of New Jersey for insolvent or po­
tentially insolvent corporations and partner­
ships, and also receiverships created upon the 
dissolution of corporations under the pro­
visions of the Corporation Act. And there is 
still a fourth class of receiverships which are 
created in the Court of Chancery under the 
Blue Sky Act, which was enacted in the State 
of New Jersey a few years ago.
An involuntary petition in bankruptcy may 
be filed where the alleged bankrupt has, 
within four months prior to the filing of the 
petition, been guilty of one or more acts desig­
nated by law as an act of bankruptcy, that is, 
if he has:
(a) conveyed, transferred, concealed, or 
removed, or permitted to be concealed or re­
moved, any part of his property with intent 
to hinder, delay or defraud his creditors, or 
any of them; or
(b) transferred, while insolvent, any por­
tion of his property to one or more of his 
creditors with intent to prefer such creditors 
over his other creditors; or
(c) suffered or permitted, while insolvent, 
any creditor to obtain a preference through 
legal proceedings, and not having at least five 
days before a sale or other disposition of any 
property affected by such preference, vacated 
or discharged such preference; or
(d) suffered, or permitted, while insolvent, 
any creditor to obtain through legal proceed­
ings any levy, attachment, judgment, or other 
lien, and not having vacated or discharged 
the same within thirty days from the date such 
levy, attachment, judgment, or other lien was 
obtained; or
(e) made a general assignment for the 
benefit of his creditors; or, while insolvent, 
a receiver or a trustee has been appointed, or 
put in charge of his property; or
(f ) admitted in writing his inability to pay
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his debts and his willingness to be adjudged 
bankrupt on that ground.
A voluntary petition in bankruptcy may be 
filed by any person or company except a mu­
nicipal, railroad, insurance, or banking cor­
poration, and an involuntary petition may be 
filed against any person, excepting a wage- 
earner, or a person engaged chiefly in farming 
or the tillage of the soil, any unincorporated 
company, and any moneyed business or com­
mercial corporation, except a municipal, rail­
road, insurance or banking corporation, pro­
viding said alleged bankrupt owes debts in the 
sum of $1,000.00 or over.
Insolvency, as referred to in the Federal 
Bankruptcy Act, is a condition where the total 
liabilities at fair valuation exceed the total 
assets at fair valuation. Under the General 
Corporation Act of New Jersey, however, in­
solvency has been defined in a different man­
ner, viz.:
"Whenever any corporation shall become 
insolvent or shall suspend its ordinary busi­
ness for want of funds to carry on the same, 
or if its business has been and is being con­
ducted at a great loss and greatly prejudicial 
to. the interests of its creditors or stockholders, 
any creditor or stockholder, or stockholders, 
provided such stockholder or stockholders own 
at least ten percentum of the capital stock of 
such corporation, may by petition or bill of 
complaint setting forth the facts and circum­
stances of the case, apply to the Court of 
Chancery for a writ of injunction and the ap­
pointment of a receiver or receivers or trustee 
or trustees, and the court being satisfied by 
affidavit or otherwise of the sufficiency of said 
application, and of the truth of the allega­
tions contained in the petition or bill, and 
upon such notice, if any, as the court by order 
may direct, may proceed in a summary way to 
hear the affidavits, proofs and allegations 
which may be offered on behalf of the parties, 
and if upon such inquiry it shall appear to 
the court that the corporation has become in­
solvent and is not about to resume its business 
in a short time thereafter, or that its busi­
ness has been and is being conducted at a 
great loss and greatly prejudicial to the in­
terests of its creditors or stockholders, so that 
its business cannot be conducted with safety 
to the public and advantage to the stockhold­
ers, it may issue an injunction to restrain the
corporation and its officers and agents from 
exercising any of its privileges or franchises 
and from collecting or receiving any debts or 
paying out, selling, assigning or transferring 
any of its estate, moneys, funds, lands, tene­
ments or effects, except to a receiver appointed 
by the court, until the court shall otherwise 
order.”
It will be noted that the practical effect of 
the above provision is that if a corporation’s 
current assets are less than its current liabili­
ties and that its business has been and is being 
conducted at a great loss and greatly preju­
dicial to the interests of its stockholders and 
that there is no apparent promise of a resump­
tion of its business on a profitable basis or for 
the receipt of new funds with which to carry 
on, a receiver may, in the discretion of the 
court, be appointed.
Bull v. International Power Co., 84 N. J. 
Eq., 209 (Ch. 1915).
Atlantic Trust Co. v. Consolidated Electric 
Storage Co., 49 N. J. Eq., 402, 405.
Newfoundland Ry. Cons. Co. v. Schack, 
40 N. J. Eq., 222.
Pierce v. Old Dominion etc., Co., 67 N. J. 
Eq., 399.
Gallagher v. Asphalt Co., 67 N. J. Eq., 441.
Wright v. American Finance etc., Co., 85 
N. J. Eq., 181, 183.
Hoover Steel Ball Co. v. Ball Bearing Co., 
89 N. J. Eq., 433.
Catlin v. Vichachi Mining Co., 73 N. J. 
Eq., 286.
Pierce v. Old Dominion etc., Co., supra.
Gallagher v. Asphalt Co., supra.
Karst v. Black Diamond Range Co., 82 N. 
J. Eq., 232.
Reinhardt v. Interstate Tel. Co., 71 N. J. 
Eq., 70.
Regina Music Box Co. v. Otto, 65 N. J. 
Eq., 582.
Russell etc., Co. v. Faitoute Hardware Co., 
62 Atl., 421, 424.
The Court of Chancery may also appoint a 
receiver for a corporation in the event of 
mismanagement, fraud, or a disagreement 
amongst the officers of the company, and the 
Court of Chancery may appoint a receiver for 
a partnership in the event of disagreement or 
inability of the partners to conduct the busi­
ness.
Application for a receiver may be made by
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a creditor or by a stockholder or group of 
stockholders holding at least 10% of the 
issued and outstanding stock of the defend­
ant company.
A receiver may, for causes generally the 
same as in the State Equity (or Chancery 
Court), be appointed in the U. S. Federal 
Equity Court on the petition of a creditor 
whose place of business is outside of the State 
in which the defendant corporation is located, 
whose claim amounts to at least $3,000.00, or 
on the petition of a stockholder who resides 
outside of the State, holding stock amounting 
to $3,000.00 or over.
I have tried to summarize briefly the man­
ner in which receivers are appointed, and it 
should be understood that I have attempted 
to touch only on the high spots. To go into 
great detail would be more of a discourse on 
the legal phases of the subject than the ac­
counting phases which I am desirous of touch­
ing upon.
The accountant when engaged in receiver­
ship matters is concerned with the following:
(a) The financial conditon of the defend­
ant company or alleged bankrupt.
(b) The true causes of such bankrupt or 
insolvent condition.
(c) The location of all assets.
(d) The ascertaining of all liabilities.
(e) The concealment of assets, if there has 
been any.
(f ) Preferential payments or conveyances.
(g) Illegal acts on the part of the proprie­
tor or officers, such as payments of dividends 
out of capital, unauthorized salaries and other 
disbursements, manipulations, giving false 
statements to creditors and other interested 
parties, etc.
(h) Stock liabilities.
The accountant’s report should be prepared 
so as to furnish the receiver, creditors, etc., 
with complete information as to the cause for 
bankruptcy or insolvency, the whereabouts of 
all assets so that the receiver can take posses­
sion thereof and the bases for any actions 
which the receiver should take against the 
former officers and directors or recipients of 
preferences in the form of illegal payments, 
conveyances of real estate, merchandise, etc., 
and the taking of action to oppose the dis­
charge in bankruptcy of a bankrupt, if he has:
(a) committed an offense punishable by
imprisonment as provided in the Federal 
Bankruptcy Act.
(b) destroyed, mutilated, falsified, con­
cealed or failed to keep books of account or 
records, from which his financial condition 
and business transactions might be ascer­
tained; unless the Court deems such failure or 
acts to have been justified under all the cir­
cumstances of the case.
(c) obtained money or property on credit, 
or obtained an extension or renewal of credit, 
by making or publishing, or causing to be 
made or published, in any manner whatsoever, 
a materially false statement in writing respect­
ing his financial condition. (This subdivision 
was amended in 1926 and as it now stands it 
covers any statement given either directly to a 
creditor or to a trade agency.)
(d) at any time subsequent to the first day 
of the twelve months immediately preceding 
the filing of the petition, transferred, removed, 
destroyed, or concealed, or permitted to be 
removed, destroyed, or concealed any of his 
property, with intent to hinder, delay, or de­
fraud his creditors.
( e) has been granted a discharge in bank­
ruptcy within six years.
(f ) in the course of proceedings in bank­
ruptcy, refused to obey any lawful order of or 
to answer any material question approved by 
the Court.
(g) has failed to explain satisfactorily any 
losses of assets or deficiency of assets to meet 
his liabilities; provided that if, upon the hear­
ing of an objection to a discharge, the objector 
shall show to the satisfaction of the Court 
that there are reasonable grounds for believ­
ing that the bankrupt has committed any of 
the acts which would prevent his discharge 
in bankruptcy, then the burden of proving 
that he has not committed any of such acts 
shall be upon the bankrupt; and provided 
further, that trustee shall not interpose objec­
tions to a bankrupt’s discharge until he shall 
be authorized so to do by the creditors called 
for that purpose on the application of any 
creditor.
It is the duty of a receiver to immediately 
lay before the Court a full and complete in­
ventory of all assets coming into his posses­
sion. The accountant should therefore furnish 
the receiver immediately with a description 
of all of the company’s assets, even though the
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amounts may not be immediately available, so 
that no time is lost by the receiver in taking 
possession thereof. He should ascertain all 
the company’s liabilities so that proper notice 
can be sent to all creditors by the receiver, so 
as to give them the opportunity to file proofs 
of claim within the time allotted by the court.
He should delve immediately into the finan­
cial transactions with the view of ascertaining 
whether or not the bankrupt or defendant 
company has intentionally or otherwise pre­
ferred certain creditors, while insolvent, in 
the form of payments, transfers of merchan­
dise, property or otherwise, and he should in­
form the receiver so that proper action may 
be brought to recover such preferential pay­
ments, or to set aside any conveyances or 
transfers of property illegally made.
Under this heading will very often be found 
the following:
(a) Payments to banks on notes not yet 
matured.
(b) Return of merchandise to creditors.
(c) Unusually large cash payments to cer­
tain creditors.
(d) Payments to officers of back salaries.
(e) Transfers of real estate to officers, rela­
tives or other creditors.
It is also the duty of the accountant to as­
certain whether manipulations have been made 
in the books and whether entries have been 
made to cover up transactions of a question­
able nature. Very often the discovery of such 
transactions will result in the receivership be­
ing extended over subsidiary or affiliated com­
panies to which assets of the bankrupt or de­
fendant company have been diverted.
The accountant will also very often be 
called upon to examine claims filed by credi­
tors and to report to the receiver as to whether 
or not these claims should be approved or 
disapproved. The accountant will also be 
called upon to assist the receiver or his at­
torney in examining the bankrupt or officers 
of the bankrupt or insolvent company.
Financial statements submitted by the bank­
rupt or insolvent company to creditors will 
very often be submitted to the accountant for 
comparison with the books. Accountant 
should examine these very carefully to see 
whether or not they were false, and if so, the 
bankrupt’s discharge can be opposed or 
criminal action be brought against him. In
this connection, the accountant should try to 
compare accurately the items as taken from 
the books against those items appearing on the 
statement. The correctness of one item which 
is often very difficult to ascertain is merchan­
dise inventory, due to the appearance of that 
figure in the general ledger only once or twice 
a year when the books are closed, or due to 
the lack of perpetual inventory records. In 
such cases, while it may be impossible to check 
the accuracy of the figures as shown by the 
financial statement, it is possible in the event 
that the figure was inflated, to compel the 
bankrupt or defendant company to account for 
the disposition of said merchandise inventory 
figure by adding thereto the purchases made 
since the date of said statement and deducting 
therefrom the cost of goods sold, thereby ar­
riving at the value of merchandise which 
should be on hand at the time of the appoint­
ment of receiver. This procedure is made the 
basis for what is known in bankruptcy and 
chancery courts as "turn-over proceedings.” 
Such proceeding, when instituted against the 
bankrupt or insolvent company, calls upon 
the defendant to show cause why he should 
not turn over to the receiver merchandise or 
the equivalent thereof amounting to the dif­
ference between the figure arrived at in this 
manner and the value of the merchandise 
which actually came into possession of the 
receiver. We have had numerous cases where 
the court has, after proper hearings, testi­
mony, etc., ordered the bankrupt or defendant 
companies to turn over substantial sums ar­
rived at in this manner. In the event of failure 
to obey the order of the court, the defendant 
is brought up on a contempt order and may, 
in some instances, be confined to prison for 
failure to obey the order.
An analysis of surplus as shown in an early 
statement, as compared with the current state­
ment, is very important, especially in bringing 
out items which have been falsified. A false 
statement prepared by a layman at one date 
when compared with another statement pre­
pared at a later date, may have been done so 
crudely that he will overlook the fact that the 
net worth as shown in the first statement when 
combined with the profit or loss shown by the 
accompanying income statement should equal 
the net worth shown in the later statement.
An analysis of drawing accounts and ex­
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pense accounts is very important to ascertain 
whether or not officers’ personal expenses have 
been paid for by the defendant company and 
whether action should be brought against of­
ficers for the recovery of such advances.
Credits to customers for alleged allowances, 
returns, etc., should be very carefully investi­
gated to ascertain whether or not by collusion 
between the bankrupt and the customers, false 
credits were given so as to prevent the receiver 
from collecting balances which he otherwise 
would be able to collect from said customers.
In case the business is being continued by 
the receiver, the accountant will probably be 
called upon to see that proper books are being 
kept for the receiver’s operations, and that the 
transactions are all recorded therein and that 
they are not contrary to the receiver’s authority. 
Occasionally a receiver is permitted to sell 
merchandise on credit, but in most cases the 
court will permit a receiver to do only a cash 
business.
A receiver may under certain circumstances 
be liable personally for debts incurred by him 
as receiver, and it is, therefore, very important 
that he be guided accurately with respect to 
such items. Sometimes a receiver will be 
permitted, by court order, to borrow from the 
bank on what is known as a "Receiver’s Cer­
tificate” such sum as is required for the pro­
tection and preservation of the property in his 
custody. There are many cases where Re­
ceiver’s Certificates were granted for continu­
ing business, completing contracts, etc., but 
the validity of such expenditures is question­
able. These receiver’s certificates take prece­
dence over all other obligations and expenses of 
receivership, and must be paid before anything 
else. It can, therefore, be seen how important 
the accountant’s place is when employed by a 
receiver to account for his operations as such.
The accountant must be thoroughly familiar 
with the legal as well as the accounting phases 
of receivership work. Not only must he know 
when to call the receiver’s attention to matters 
happening prior to the receivership, but he 
must also know what items require question­
ing after the receivership. He must know 
whether a claim is a preferred claim or a gen­
eral claim and what elements are necessary 
in deciding same. He must advise the receiver 
with regard to offsetting items as between 
whether it is important to dissolve the com­
pany even before the receivership is wound 
up, so as to avoid the unnecessary accumula­
tion of State taxes, etc.
An accountant should not only confine his 
investigation to the affairs of the bankrupt or 
insolvent company, but he must also be on 
the alert to ascertain if one creditor is seeking 
any advantage over the other creditors. This 
is resorted to sometimes in one or all of the 
following ways:
(a) A creditor will sometimes claim that 
the merchandise which he has shipped to the 
bankrupt or insolvent company was shipped 
on consignment, and that he is therefore en­
titled to the return thereof. The burden, of 
course, is on him to prove this situation, and 
the accountant should therefore check up 
carefully to ascertain if there are any consign­
ment agreements or notations on invoices, 
etc., to indicate that the merchandise was actu­
ally shipped on consignment.
(b) A creditor may claim some sort of a 
lien or priority. The burden in this case is 
also on the creditor to prove same. It is nec­
essary that the accountant have a complete 
knowledge of the order of payment of divi­
dends to creditors, and he should set the credi­
tors up in the proper order.
(c) In certain cases where the bankrupt or 
insolvent company prior to the appointment 
of receiver are unable to dispute the rights of 
certain creditors to prove their claims, these 
creditors’ positions are weakened by the ap­
pointment of a receiver because of the author­
ity of the Court to make final disposition of a 
claim which, prior to receivership, could not 
have been questioned. For example, the U.
S. Government may have proved its right to 
a claim for income tax, but after the appoint­
ment of receiver, the receiver may disallow 
the claim or bring an action to set aside the 
claim, and the Court then has the power to 
make final disposition thereof. It is therefore 
the duty of the accountant even in such cases, 
if he feels that the claim was created prior to 
the receivership because of mistake, neglect or 
improper handling by the bankrupt or his rep­
resentative, to make mention of the matter to 
the receiver and have the receiver take such 
action as he deems necessary for the review or 
disallowance of the claim.
One of the most important functions of 
an accountant in the administration of an in­
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solvent corporate estate is to carefully examine 
the stock records, minute books and general 
financial history of the company from its in­
ception, to ascertain whether the stock issued 
by the company has been fully paid for. Un­
der the laws of this State and many other 
states, stock of par value must be fully paid 
for either in cash or equivalent value. Even 
stock of no par value must be fully paid for 
at least to the extent of issuing price. It fre­
quently happens that stock promoters turn 
over worthless or questionable patents, patent 
rights and other properties at excessive prices 
to the corporations formed by them and take 
for the purchase price stock of greater value. 
In the event of the insolvency of the corpora­
tion the receivers have a right to compel these 
stock promoters, and all persons who have 
purchased stock, to pay to the receiver the 
balance due on their stock subscriptions up 
to the amount necessary to pay the liabilities 
of the corporation and administration ex­
penses. Here the role of the accountant is 
very important. The original stock issue must 
be carefully investigated and the stock traced 
from its original source to the ultimate holders 
of the stock. The analysis thus prepared will, 
in the hands of expert counsel, form the basis 
of a stock assessment suit against the promo­
ters and all persons acquiring stock from them 
with notice of the infirmity of the issuance 
thereof. There are many cases reported in the 
law books where large sums of money have 
been recovered from the promoters for the 
benefit of creditors. In my personal experi­
ence I have assisted in laying the basis for a 
number of stock assessment suits which have 
brought substantial dividends to creditors. In 
this class of case the Court appointing a re­
ceiver is not bound by the valuations placed 
on the property by the promoters, and it has 
been held by the highest authority that the 
Court may fix its own valuation on the prop­
erty, and if it is insufficient to pay for the 
stock, it may assess the stockholders for the 
difference.
In conclusion, it should be borne in mind 
that the accountant who is engaged in receiver­
ship work must be fearless and disclose the 
conditions in their true light, even more so 
than in commercial work. In commercial work, 
certain transactions may be perfectly legitimate
and free of criticism, whereas these very trans­
actions when followed by receivership, become 
illegitimate and improper transactions, and 
subject to attack, such as preferences, con­
veyances, etc. Very often the size or public 
interest in a matter creates a situation almost 
comparable with certain political situations, 
in which it may be impossible for the account­
ant to escape the ill-will of certain individuals, 
and he may sometimes have to run the gamut 
of criticism, publicity, etc., but, if he is well 
fortified with the facts and the truth, he will 
emerge victorious and be even more in de­
mand than ever before by those people who, 
when the occasion arises, want a complete and 
fearless investigation.
Therefore, in undertaking to do this work, 
the accountant must weigh seriously the ques­
tion as to whether he wants to be confronted 
with the obstacles which may be placed in his 
path, and the incurring of the ill-will of some 
people. Some accountants with whom the 
author has discussed this matter have ex­
pressed themselves as not wanting themselves 
placed in that position. This is a matter for 
the individual to decide. 
The remuneration is also sometimes a 
doubtful question. Because of the varying 
nature of the case and the uncertainty as to 
 what will develop therein, it is difficult to 
estimate how much work will have to be 
done. Very often the amount realized by the 
receiver in the liquidation of an insolvent 
estate is not sufficient to pay the receiver, his 
counsel, and other administration expenses. It 
therefore sometimes happens that the account­
ant finds himself in a position where he has 
actually lost money. Of course if he gets 
enough of this work, he may be able to afford 
this occasional loss, but if he is unfortunate 
enough to have struck only losing propositions 
on the few occasions in which he is called in, 
he is, of course, in a very unfortunate position.
The work is very interesting, and almost 
every case presents a different problem. Not 
only are ordinary and routine business matters 
dealt with, but also human problems en­
countered, some of which, if related here, 
would be intensely interesting and sound like 
fiction, but space, of course, does not permit 
of the portrayal of such matters.
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TALKING SHOP
A Department Conducted by L. GLUICK, C. P. A.
Rover’s radio interview brought us a very 
prompt response from a New York patron, 
which we condense as follows:
"Taken as a whole, a steady staff is most 
desirable. Men such as Rover (and I’ve met, 
and at times employed many of them), are 
usually not desirable. But they have good 
points. Versatility is one of them. You can 
throw them in almost anywhere and have them 
find their way around with a minimum loss 
of time and motion. But the best service I 
ever got from these temporaries was just pure 
luck. Upon one occasion one of them had 
been employed in making an audit in the same 
company, but by another C.P.A. firm. He 
tipped me off that the real reason why they 
had changed to my firm was because the old 
firm had never been paid for the last audit; 
and I exacted a substantial retainer, which 
otherwise I would not have requested. The 
other case was even more sensational; I sent 
the new man into the office of an old client; 
he recognized in one of the employees a man 
who had been fired from another company 
where he (the rover) had made an audit some 
three years before. The circumstances had in­
dicated irregularities, if not an indictable of­
fense; it gave us a clue to a stubborn leak 
that we knew existed, but had not been able 
to find; we proved it; had the man removed; 
and the leak was plugged.”
We were glad to see Professor Brigg’s 
article in the January number; we have read 
his stuff in both the Journal and Review, and 
refer to it whenever a dividend question arises. 
But one question we would like to have him 
answer. Is a stock dividend, declared but not 
yet paid, a current liability on a balance sheet 
issued in the interim, as a cash dividend would 
be? And if not, where does it go?
A L i t t l e  P u r e  T h e o r y
We hope you will excuse this. But it came 
up in a technical discussion recently, and 
aroused so much interest that even though its
practical value is nil, we decided to print it. 
Deferred charges are regularly encountered on 
balance sheets; their absence is a cause for 
inquiry. Yet few accountants distinguish the 
real difference between prepaid expenses and 
deferred charges. Usually they do not need to 
do it. But, that there is a distinction, is worth 
noting.
There are three classes of deferred charges. 
The first is best exemplified by "Prepaid in­
terest and discount.” If you went to the bank 
before the note was due, and paid it, the bank 
would be obliged to refund the unearned dis­
count. This is a real prepaid expense, but in 
the nature of a current asset, because it can be 
converted to cash, though in ordinary course 
it won’t be.
The second class is the true deferred charge; 
an expense not recoverable except under most 
unusual circumstances, but which is more ac­
curately chargeable to some future period. 
This is the most common type of deferment; 
and as good an example as any is "prepaid 
rent.”
But the third or hybrid class, is the one 
which started the discussion. Suppose that in 
making your closing audit, you find an in­
surance policy on which the one year premium 
was $365 and that it has 123 days to run. You 
set up $123 as a deferred charge to expense. 
So far so good. But if you examine the policy 
for cash surrender or cancellation value, you 
will find a much smaller amount. Say it is 
$60. Your deferred charge is really in two 
parts. $60.00 is a current asset because it 
could be actually realized in cash and $63 
is your true deferred charge.
Of course anyone who started making up 
balance sheets on that basis would let himself 
in for plenty of trouble. But it is worth a 
thought anyhow.
Frank Thoburn, of Trenton, N. J., writes 
as follows: "I am sending you an article which 
seems to be an addition to your column on 
page 595 of the October issue. "The article is
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a page from the New Year’s Day issue of one 
of the most saffron journals. It is entitled, 
"Why Thieving Cashiers and Bookkeepers are 
not Found Out.” Thanks, Mr. Thoburn.
A. F. Hall got a rule 50 verdict for R. G. 
Bent, building contractors of Hartford, Conn. 
26 BTA 1369. L. U. Crawford, of Kansas 
City Mo., had an article on "Control of Ex­
penditures,” in the January number of The 
Tax Magazine.
Mr. Pace takes exception to our grammati­
cal remarks in the November Shop. We con­
sulted another grammarian and the Century 
Dictionary and found the objection sustained. 
Then we took our finding to the original 
grammarian (who is no imaginary composite 
creature like Rover), and he said he must 
have misunderstood our original query; the 
item was an exception to the general rule. But 
we continue to marvel that so many employ­
ment agencies are still in business.
Then comes from a correspondent in Read­
ing, Pennsylvania:
"After reading Mr. Payne’s article in the 
January number I feel inspired to relate a 
little recent observation on report writing. 
Early in the month I had occasion to visit 
New York, and stopped in to see a man who 
had once been senior to me on the same staff; 
but not so very much. I found him busy, as 
might have been expected; but he gave me a 
couple of reports which he had on his desk 
to look over while I was waiting for him to 
go out to lunch. A regular bus-driver’s holi­
day. I was delighted that he let me do so. 
Because it seemed impossible that two such 
different documents could come from the 
same pen.
"The first was written in narrative style; so 
simple an exposition of what had happened in 
this business that I got a perfect image of it. 
I could just visualize the little shop, with one 
partner his own foreman; while the other 
hustled around selling their product. Neither 
one a bookkeeper; but both realizing the need 
for having the figures about the business. The 
other was in a more formal vein; much more 
like the ones my friend was sometimes charged 
with writing in the old days. You know; the 
little cases on which the chief of staff gives 
the younger seniors a chance to practice, with
old files for models. But even this one seemed 
to be alive. I got a pretty good mental picture 
of the second organization also; a president 
and treasurer who ran it, but took great pains 
to have all their acts verified by outsiders so 
that they could appear before the directors 
with a clean bill of health. I think this type 
of report is going to become increasingly in 
demand what with the recent action of the 
stock exchanges.
"Over our luncheon I congratulated my 
friend on his versatility. He was not over 
modest; he admitted that he had worked hard 
to get the results. When he had started in 
practice for himself he had quite naturally fol­
lowed the old stiff formalism of the old firm 
that had employed us; even as I do today. 
But his clients never appeared satisfied with 
the reports, even though their banks were. 
However he could talk to them, and explain 
them to their satisfaction. Why then, could he 
not write the same way? He tried, and failed 
dismally. But he was a persistent cuss. So he 
tried again. This time he talked over the re­
ports with his juniors; and then talked about 
them to his stenographer, who took down 
verbatim just what he said. She would then 
transcribe his notes, and he would edit them. 
And after a long time he got so that he could 
write them or dictate them in the first in­
stance, just as they were wanted. One man 
needed a report full of big words; even 
though he could not understand them, it gave 
him the feeling that his auditor was smart. 
Another who could sling words like a political 
spellbinder wanted his audit reports in as close 
to one syllable words as humanly possible. 
And so on. Each case had to be studied; and 
the report fitted to the client as an English 
bootmaker makes his boots. Some people, of 
course, have the gift of using language. They 
are fortunate; and should use it. But my 
friend acquired his skill by hard work; and 
even at this late date I mean to emulate his 
example. I believe there is a profit in it.”
If we had not seen this with our own eyes 
we would not have believed it. It was on an 
examination paper written by a female stu­
dent. "Depreciation uses itself up after a 
definite period. Every year it depreciates. 
Obsolescence does not do that. Depreciation 
involves the following factors in computation; 
Subtraction, Multiplication, and Addition.”
1933 THE CERTIFIED PUBLIC ACCOUNTANT 103
Dr. Klein told all that could be told, for 
the present, about his Swedish trip in the 
Krueger affair, at the N.Y.Y.M.H.A., on the 
night of January 19th. We wish he could 
write it up for publication soon; it is of ab­
sorbing interest.
As you may have noticed, we have had a 
generous, if not overwhelming response to 
our Christmas S.O.S. We thank you all; and 
trust that more of you will take your pen or 
portable in hand and tell us about it— "it” 
being anything that is on your or in your 
mind. It need not be about accountancy; but 
it should be about an accountant.
T h e  Shop T a l k e r s  
"Don’t you think,” started Blank, "that we 
ought to find another name for Oldtimer’s 
son? Calling his 'Junior’ is most confusing. 
We never are sure if he is referring to his 
son, or just one of the beginners on his staff.” 
'Agreed,” replied Dash. "But you can’t 
deprive a man of his name entirely. You must 
suggest a substitute.”
"I thought of one long ago,” said Sinbad. 
"At the Naval Academy a second-year student, 
who would be called a 'soph’ in a civilian col­
lege is called 'Youngster.’ Now Oldtimer’s 
boy is in his second year of real accounting, 
why not call him 'Youngster’ ?”
"All right as far as I am concerned,” re­
sponded Blank, while Dash nodded acquies­
cence. "But now who will sell the idea to the 
old man?”
"I’ll try,” spoke up the Kid. "I’m getting 
tired of being called 'Kid,’ and I’ll help any 
one get a better appellation.”
"Wow!” exclaimed Dash. "Did you hear 
that seven-dollar word?”
"Lay off,” growled the Kid. "It’s about 
time some of you realized that I’ve been in 
this profession long enough to have a reputa­
tion for something better than a slangy wise- 
cracker.”
"Pipe down, Kid,” said Sinbad. "We all 
know you have; just tell us where you got the 
hangover that resulted in such a grouch. Then 
be yourself.”
"And if he doesn’t stay that way,” said 
Oldtimer who had just joined the group, "he 
will always remain the Kid in name, even if 
not in fact. A charter member of this gang 
must not lose his identity so easily.”
"Thanks for them kind woids.” said the 
Kid. "But in dead seriousness, I realize that
I am not as young as I used to be. I meet 
juniors and kids who talk a different lan­
guage; who think in a different way; and 
worst of all laugh at jokes that were old when
I was in high school, because they are new to 
them. I want to stay young in mind and body 
as long as I can; but no one can stop the 
calendar. And if this gang is going to keep up 
its rep for having all points of view, it will 
have to adopt somebody else; because I no 
longer represent the younger set.”
"There is much in what you say,” replied 
Oldtimer. "You show a wisdom befitting your 
years. We grow old when we fail to realize 
that we are no longer young, and that our 
ideas are not those of the rising generation. 
And your proposal for this group would have 
met with hearty approval of one of my part­
ners last month. We were making up our 
budget, and laying our plans for the year just 
beginning, and he was insistent that we dis­
pose of three of our staff. It seemed illogical 
that we should lay them off just when the busy 
season was beginning, after carrying them for 
so long. But his idea was not personal as re­
gards these men. He had figures to show that 
on account of reduced business we had only 
two-thirds as many people in our employ as 
three years ago; that we had made terrific 
sacrifices to prevent throwing still more men 
into the army of the unemployed, even after 
a general salary cut. But that excepting for 
one typist, we had not taken on a new em­
ployee for two and one-half years. He wanted 
to know where our replacements were coming 
from when normal times returned; we must 
have good men in training.”
"Fine theory,” said Dash. "But darn harsh 
on the poor fellow who gets the axe.”
"Well, we didn’t fire anybody,” went on 
Oldtimer. "But we have made arrangements 
to take on three students by way of prepared­
ness. They receive no cash wages. They are 
merely obliged to spend a certain number of 
hours per week at our office, where we let 
them study their lessons, use our library, run 
an occasional errand, and proof-read state­
ments. All of which gives them a general idea 
of what a C.P.A’s office is like, and prepares 
them for regular junior clerkships at real 
wages in what I trust will be the not distant 
future.”
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"All right for you,” said Dash. "But I 
object to letting any one work for no wages 
at all. It is undemocratic; a reversion to the 
British apprentice system.”
"Which has produced some of the greatest 
accountants ever known,” said Oldtimer.
"Nolo contendare,” said the Kid. "But I 
agree with Dash, anyhow.” Sinbad and Blank 
nodded agreement, and the Kid continued. 
"New blood is vital, either in an accountant’s 
office or a baseball team. The problem is how 
to get it without wrecking the outfit in the 
process.”
"The way the new administration is likely 
to do next month,” said Blank. "Now don’t 
get excited,” he exclaimed. "I’m not getting 
into a political scrap. Every time a party 
comes back into power, no matter what party, 
things are upset. And we won’t have real pros­
perous times again until the people see just 
what the new regime is really going to do. It 
doesn’t make much difference what, as long 
as they announce a definite plan; it is uncer­
tainty which has been retarding our recovery 
since last November.”
"Hear, hear!” shouted the Kid. But Old- 
timer spoke more soberly. "Blank, in the slang 
of a bygone day, thereby giving aid and com­
fort to the Kid, 'You said a mouthful.’ ” 
"The sad part of it is,” said the Kid, "that 
if there is a more modern way of saying the 
same thing I don’t know it. You must bring 
the Youngster around more regularly, and let 
him pep us up.”
"Who?” queried Oldtimer.
"Your son,” replied the Kid. "Sinbad re­
christened him, just before you came, and we 
all concurred.”
"Good work,” said Oldtimer. "It saves me 
a lot of trouble. He was beginning to resent 
being called 'Junior’ ; insists he’s at least a 
semi-senior.”
"All right, and thanks,” said Sinbad. "And 
tell him if he grows up to be a good boy, that 
some day he may be called 'Kid’.”
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THE BANK BALANCE
By H e r b e r t  S t e w a r t  A c k e rm a n , C.P.A., 
New York City
May I add a little to the discussion as to 
"The Bank Balance” in Our Readers’ Forum?
Some twelve years ago I was called in to 
"straighten out the books,” as a new chief 
clerk was to be hired in place of one who had 
left for parts unknown. The business sales 
volume was over half a million dollars, and 
had never been audited. My first examination 
made me suspicious, and in the end I required 
not only a Bank Statement from the bank, of 
that date, but copies of deposit tickets covering 
the life of the corporation, a period of some 
five years. A defalcation covering all the years 
was uncovered. On the receipt of the Bank
Statement, and checking back on the files of 
them over the years, disclosed that they were 
apparently in error also. Even checking the de­
posits back to the credits on the Accounts 
Receivable ledgers, did not prove up some de­
posits. In the end I had over eight hundred 
dollars of deposits not identified. I concluded 
they might represent payments on sales not 
entered. The sales serial numbers were com­
plete. Later I learned from an ex-official of 
that bank that they had during that period 
charged off many thousands of dollars they 
could not trace out, even though they had 
employed the expert from the bookkeeping 
machine company to work on it. I did not in 
this case even have the bank statement as a 
reliable starting point to work from. So that 
is that for bank statements.
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The Accountant as a Help to the 
Business Man*
By I. B. M c G la d re y , C.P.A ., Cedar Rapids, Iowa
NEITHER the accounting system of a busi­ness nor the reports and analyses of prac­
ticing professional accountants can of them­
selves produce a dollar in profits. Why, then, 
does the business world, which is interested 
primarily in profits, take a continuously in­
creasing interest in its accounting problems?
Judge William Clark, of the United States 
District Court of New Jersey, has handled 
many cases of bankruptcy. In conjunction 
with an investigation of the causes of business 
failure by the United States Department of 
Commerce, the Yale Institute of Human Re­
lations, and the Yale Law School, he has made 
of his court a kind of clinic for sick business.
The six principal reasons for such failures 
were found to be:
1. Failure to keep proper accounting rec­
ords.
2. Negligence in applying accounting facts.
3. Improper diversion of funds from the 
business.
4. Giving too much credit.
5. Accepting too much credit.
6. Error in judgment.
These causes were revealed by a scientific 
analysis of thousands of actual cases. They 
were listed, in the order of importance shown 
above, not by accountants who might be 
thought to have had an axe to grind, but by 
a judge experienced in bankruptcy cases, by 
lawyers, and by research professors.
If you should ask a business friend as to 
what he considers the two outstanding reasons 
for a concern to start the toboggan, the chances 
are about nine out of ten that he will reply, 
"Oh, giving too much credit and using poor 
judgment.” And yet these popularly consid­
ered reasons actually rank only fourth and 
sixth, respectively.
In spite of the persistency of popular falla­
cies as to the main reasons for not making rea­
sonable net profits and for insolvency, the
*Prepared on request of Journal of Business, 
College of Commerce, University of Iowa.
realization is gradually increasing that ade­
quate books of accounts and a proper analysis 
of operations and financial position through 
reports of professional accountants are like 
the compass of a ship.
The compass does not add a foot pound to 
the driving power of the engines, nor a par­
ticle of strength to the hull, but its pointing 
needle not only enables the captain to steer 
safely through a thousand dangerous shoals, 
but helps to keep the ship on a straight course, 
which saves fuel, time, and money.
And that’s the answer to the question in 
the first paragraph.
Great Britain and Canada require the books 
of all corporations to be audited at least once 
annually, and corporate failures in both coun­
tries are only a fraction of what they are in 
the United States.
Some business men still snort at the men­
tion of an audit, and counter with, "I don’t 
need an accountant to tell me how to run my 
business!” In this they are quite right. No 
accountant is capable of doing that. All the 
accountant can do is to furnish, by reason of 
his specialized knowledge of accounting, the 
facts by which the business man can properly 
decide what is best to do. In other words, he 
furnishes the compass by which the captain 
steers the ship.
While business failures may be useful "to 
point a moral or adorn a tale,” their preven­
tion is not enough. Warding off death for an 
individual would not be satisfactory if he 
were compelled to live an anemic invalid. 
Business health should be the goal rather than 
avoidance of bankruptcy.
The same six causes for bankruptcy previ­
ously mentioned are also responsible for many 
more business concerns not enjoying good 
financial health. And this is the phase in 
which we should be most interested.
Satisfactory net profits are essential to any 
business. Even the Rotary motto, "Service 
above self— He profits most who serves best,” 
does not preclude the idea of profit being a
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fundamental necessity for business. Nay, it 
requires such a concept; for without requisite 
profits no business can long continue to render 
satisfactory service.
On the other hand, a conscientious observ­
ance of the Rotary principle will greatly en­
hance profits, because, unless the business or 
professional man learns to subordinate his 
selfish ideas for the good of his business and 
endeavors to render the best service in his 
power, he will not enjoy a satisfactory profit 
very long.
The man who is responsible for the opera­
tion of a business frequently continues without 
adequate knowledge of his costs or the under­
lying trends of his business. He often has an 
uneasy feeling that he needs a better "com­
pass,” but fears the expense of engaging pro­
fessional accountants.
His hesitancy is well founded. Some ac­
countants do not have the proper perspective 
as to the relation the cost of accountants’ serv­
ices should bear to other expenses of opera­
tion. It is obvious that bookkeeping, cost 
finding, and business analyses do not of 
themselves make a dollar of profits. Their 
cost, therefore, should be held to the mini­
mum consistent with safety.
But below the safety limit such costs should 
not go. As has been found by careful re­
search, the principal reason for failure to 
realize a satisfactory net profit, in fact, the 
outstanding cause for bankruptcy, is the lack 
of the knowledge supplied by such agencies.
The principle which both business man and 
accountant should consider is that accounting 
services ought to be measured strictly by 
their practical benefit to the business as a 
profit-making institution. If a more extensive 
employment of such services will assist the 
business man to make a greater actual net 
profit (or, in days like these, to reduce the 
losses) they should be used, but if not they 
should be curtailed or discarded as the actual 
results warrant.
One reason why the services of professional 
accountants are so helpful to the business man 
in this connection is that he brings to the 
task both a specialized knowledge gained by 
constant work in this field, and what is fully 
as important, he has a disinterested, outside 
viewpoint.
Robert Burns asks that some power give 
us the gift "to see oursel’s as ithers see us.”
The outside auditor brings this gift to the 
business executive, as far as the operation of 
his business is concerned.
The auditor must reflect the facts in his re­
port exactly as he finds them, without fear or 
favor. His report is therefore of great value 
for use in furnishing unbiased information 
for third parties, such as banks and other 
sources of credit, investors, trade creditors, in­
active partners, or stockholders, courts, and 
so forth.
Another field of great importance where 
the accountant may be of service to business 
is in that of taxation. Since taxes are at such 
a high figure it is important to be sure that 
no more than the correct amount is assessed. 
Particularly with reference to income taxes 
does the question of proper accounting enter 
into the matter of taxation. The practicing 
accountant must be thoroughly familiar with 
income tax laws, regulations, and decisions, 
and must keep his tax service up to date.
Still another phase that the business man 
sometimes pays dearly for overlooking is the 
protection against defalcation and fraud which 
periodical audits afford. Such audits act as a 
warning against employees or officers forget­
ting the line between "mine and thine,” and 
if they do forget, nip the defalcation in the 
bud.
A man came into my office one morning and 
asked to have us start an audit at once of a 
concern in which he owned most of the stock. 
He said he had retired from active manage­
ment several years before, leaving a trusted 
manager in charge. The statements submitted 
by the manager to the Board of Directors 
showed excellent earnings and a strong finan­
cial position. Finally there wasn’t cash enough 
left to pay the bills.
It was found that the manager had stolen 
over a hundred thousand dollars and covered 
it up by misstating the facts in the statements 
submitted to the Directors. The company was 
completely wrecked and the principal stock­
holder, who had retired, thinking he and his 
family could live in comfort during their 
declining years, found themselves penniless. 
An audit at any time would have disclosed the 
facts and stopped the embezzlement.
Any practicing accountant unearths nu­
merous defalcations in the course of his work 
which, if let go, might be as disastrous.
The question is often asked, "How does
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the accountant secure his specialized training? 
What is it that enables him to glean more 
from business records than the executive who 
is constantly in touch with the business?”
The accountant has a long, hard path to 
climb in securing his 'training. I shall not 
attempt to trace the development of account­
ancy, but will try to give some idea of the way 
the beginner in the present day gets his initial 
education in accounting subjects and obtains 
his practical experience.
Most recruits for accounting offices are now 
obtained from graduates of colleges and uni­
versities. In the case of my organization, we 
insist on the applicant having completed a 
college of commerce course, majoring in ac­
counting. He also must have secured high 
gradings in the course of his studies, particu­
larly English, mathematics, and accounting. 
We have found that if we pick from among 
the top 25% of a class in gradings we get 
more satisfactory results.
Approximately 70% of the members of our 
staff are college trained, and a large proportion 
of these are graduates of the University of 
Iowa. We do not, of course, confine ourselves 
exclusively to college graduates in taking on 
new men, but we do insist that the beginner 
must have obtained a training that is sub­
stantially equal to that outlined above.
Good educational training in accountancy 
subjects is now available at most universities. 
Our own University of Iowa at Iowa City has 
an exceptionally good department for the 
work. A few correspondence schools also 
give first-rate training in accounting work.
This educational training is of great value 
to the prospective employer in two ways. It 
develops the analytical and mathematical fac­
ulties of the student and his ability to use 
good English, and, through gradings on work 
done, provides for weeding out the mediocre 
and unfit in selecting a staff accountant.
The beginner, thus academically trained and 
carefully chosen, has a hard row to hoe at first. 
It is some time before he is of real value, as 
practical experience is the most important ele­
ment of the equipment of an accountant. The 
theoretical training he has received, however, 
enables him to achieve proficiency more 
quickly than under the system which used to 
prevail. Also the mortality among the be­
ginners is very much reduced.
After a few months or a year of practical 
experience, depending upon his natural apti­
tude, he becomes a valuable junior assistant. 
Soon thereafter he may be able to handle com­
paratively easy assignments alone, with neces­
sary supervision, and is classified as a semi­
senior. When he becomes proficient enough 
to have charge of practically any audit he 
becomes a senior.
At some time in the course of his career the 
more enterprising staff man usually takes the 
state examination for certificate as certified 
public accountant; and if successful is entitled 
to use the letters C.P.A. He is then eligible to 
become a supervisor or branch office manager, 
or if sufficiently capable, to be taken into the 
firm as a partner.
The work of the practicing accountant is 
arduous and his difficulties are many. He 
can never expect to acquire great wealth 
through his practice like the attorney. He 
has, however, the recompense that to one with 
an analytical turn of mind (and the account­
ant must have that) the work is intensely 
interesting. He also has the satisfaction of 
knowing that his work is constructive and 
that the conscientious labors of accountants 
during the past quarter century have con­
tributed greatly toward the present efficiency 
of business.
Mere Man 
By R. C. B ro w n , C.P.A., Meridian, Miss.
When nights are long, the lucky bear 
Deep into slumberland can go,
Safe and secure within his lair
He waits for spring, and sucks his paw. 
The ’gator in his native swamp 
Prepares to take his long repose,
Nature supplies his every want,
He beats depression by a nose.
The red squirrel in his hollow log 
Dreams of a fragrant summer day.
And in his hole the old ground hog 
Can doze, and while the time away;
’Til Nature bids all things awake,
And decks with verdure green the bough, 
Her bounty gives that each may take,
As fair fields yield them to the plough, 
All nature rests and gathers strength,
While man his cranium racks,
For schemes by which he hopes, at length 
TO BEAT HIS INCOME TAX.
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Questions and Answers Department  
E d ito r , W. T. S u n le y , C.P.A., Educational Director 
International Accountants Society, Inc.  
 
One of our readers writes that he has been engaged in considerable argument about 
the solution to Problem 6 of The American Society Examination Service, for May, 1932, 
which appears on page 492 of the August, 1932, issue. W e are presenting a solution as 
follows:
So l u t io n  fo r  P r o b l e m  6  o f  M a y , 1 9 3 2 , E xa m in a t io n
As a first step in solving this problem we may calculate the new costs in terms of per­
centages as follows:
Present New
Basis Basis
Material .........................................................................  43% 45.15%
Labor ...................... ....................................................... 36% 39.60%
Burden...........................................................................  21% 21.00%
Totals..................................................... ...................  100% 105.75%
This percentage, 105.75%, represents the ratio of new cost of sales to the old cost of 
sales. In order to maintain the same rate of gross profit, it is necessary to increase the 
selling price by the same percentage that the cost is increased, 5.75%.
Ca l c u l a t io n  o f  N e w  Se l l in g  P rice
Present price ........................................................................................... $250.00
Add— 5.75% ........................................................................................... 14.38
New price .................................................................................. .$264.38
As an increase of 5.75% in costs results in a decrease of 23% in gross profit, it is 
evident that the gross profit is the smaller of the two figures, and that the ratio of the 
two figures is 1 to 4. (4 x 5.75% =  23% .)
It is evident further that since the sum of the two figures is 5, the Cost of Sales will be 
4/5  of the total and the Gross Profit 1/5, or 80% and 20% of the Selling Price.
Applying these percentages to the new selling price of $264.38, we find the gross 
profit to be $52.88 and the cost of sales, $211.50.
In order to determine the unit costs of material, labor and burden we must reduce 
the percentages computed in the first step of the solution to the basis of 100%, and 
then apply the reduced percentages to the cost of sales figure of $211.50.
Reduced
New Basis Percentages
New Reduced Applied to
Basis to 100% the Cost
Material ................ ................ 45.15% 42.695% $ 90.30
Labor .................... ................ 39.60% 37.447% 79.20
Burden.................. ................ 21.00% 19.858% 42.00
Totals................ ................ 105.75% 100.000% $211.50
1933 THE CERTIFIED PUBLIC ACCOUNTANT 109
The statement of profit and loss per unit on the new basis follows:
T h e  A B M a c h in e r y  C o m p an y  
Profit and Loss Statement (per unit)
Percentage 
of Sales
Selling Price ................................................... -.................. $264.38 100%
Cost of Sales:
Material....................................................... $90.30
Labor............................................................ 79.20
Burden .......................................................  42.00 211.50 80%
Gross P rofit....................................................... $ 52.88 20%
Because of the widespread interest in income tax problems at this time of the year, we 
are presenting here a solution to Problem 8 of the May, 1932, Examination.
Collins Company 
Journal Entries (giving effect to liquidation of Stewart Corporation)
December 31, 1931
(1) Cash ..............................................................$ 636.37
Accounts Receivable...................................  18,925.81
Inventories ...................................................  16,814.70
Fixtures.........................................................  9,703.66
Automobiles ................................................. 2,036.92
Unexpired Insurance...................................  440.28
Prepaid Advertising...................................  1,147.14
Goodwill.......................................................  5,000.00
Liquidation Account— Stewart Corporation 52,513.69
Accounts Payable ...................................  $ 16,407.89
Bank Loans..............................................  5,000.00
Accrued Expenses........................................ 1,033.02
Advances to Stewart Corporation......... 28,630.63
Investment— Stewart Corporation Capi­
tal Stock ..............................................  56,147.03
To record assets and liabilities taken over 
from Stewart Corporation in liquidation.
Capital Stock of Stewart Corporation (cost 
$56,147.03) was surrendered to this cor­
poration which was dissolved.
(2) Sales ..............................................................$ 16,814.70
Cost of Goods Sold.................................  $ 15,286.09
Inventories ............................... ............... 1,528.61
To cancel intercompany sales made during 
1931, and to reduce inventories by amount 
of intercompany profit.
(3) Investment— Illinois Sales Company Capi­
tal Stock ...................................................$100,000.00
Accrued Expenses........................................  1,033.02
Accounts Receivable...............................  $ 18,925.81
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Inventories ................................................................. 15,286.09
Fixtures..................................................... ................... 9,703.66
Automobiles ............................................ ................... 2,036.92
Unexpired Insurance............................... .....................440.28
Liquidation Account— Stewart Corpora­
tion ....................................................... .................. 54,640.26
To record exchange of certain assets and 
liabilities of Stewart Corporation for 1,000 
shares of 6% cumulative preferred stock 
(par $100) of Illinois Sales Company, 
and to credit liquidation account as follows:
Price to 
Illinois
Book Value Sales Company
Accounts Receivable...................... $ 18,925.81 $ 15,000.00
Inventory . . ......................................  15,286.09 20,406.81
Fixtures............................................  9,703.66 7,500.00
Autos net ...................... .................. 2,036.92 2,000.00
Unexpired Insurance ....................  440.28 440.28
Franchise.......................................... .................. 55,685.93
$ 46,392.76 $101,033.02 
= = =  = = =  46,392.76
Net credit to Liquidation Account $ 54.640.26
(4) Liquidation Account— Stewart Corporation. . .$6,147.14
Prepaid Advertising........................................  $1,147.14
Goodwill............................................................ 5,000.00
To write off remaining assets taken over from 
Stewart Corporation
(5) Investment— Illinois Sales Company, Capital
Stock .......................................................................$4,020.57
Liquidation Account— Stewart Corporation. $4,020.57
To close Liquidation Account.
There will be no taxable gain to either the Stewart Company or the Collins Company. 
The Capital Stock of the Illinois Sales Company having no market value, will be recorded 
on the books of the Collins Company at the purchase price as shown by the foregoing 
entries, $104,020.57. The net profit of the Collins Company for the year is decreased by 
the amount of the intercompany profit included in the inventory taken over from the 
Stewart Corporation, $1,528.61.
The book value of the capital stock of the Illinois Sales Company as carried in the 
accounts of the Collins Company after making the foregoing entries is $104,020.57. This 
represents the cash outlay of the Collins Company in connection with the acquisition of 
this stock, as follows:
Original investment......... ............................................................. $ 56,147.03
Advances................... ...................................................................... .... 28,630.63
Liabilities assumed:
Accounts Payable ....................................................................... .... 16,407.89
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Bank Loans..................................................................................  5,000.00
$106,185.55
Less:
Reduction of Advances by amount of profit added................ 1,528.61
$104,656.94
Less:
Cash received upon liquidation of Stewart Corporation. . . .  636.37
$104,020.57
STATE SO CIETY NEWS
CALIFORNIA
t
In Southern California Business, the monthly 
magazine of the Los Angeles Chamber of 
Commerce, the classified directory page con­
tains the following announcement:
"Accountants (Certified Public). For list of 
local membership, California State Society of 
Certified Public Accountants, call or write: 
Secretary, 1204 Title Guarantee Building, 
Michigan 8671.”
An ideal type of group advertising.
The following interesting item has come to 
us from a member of the Los Angeles Chap­
ter of the California State Society:
"One of our best-known and most popular 
members, Ralph W. E. Cole, whom you all 
know is now President of The American So­
ciety of Certified Public Accountants, was pre­
sented by the Chapter with a beautiful ebony 
gavel, on which is mounted a gold band with 
appropriate inscription. The presentation was 
made by Mr. I. G. Pattinson, past President 
of our State Society, and was presented to Mr. 
Cole as a token of the esteem in which he is 
held by his fellow members and assurance of 
support of the membership in his present high 
position. Needless to say, Ralph was not only 
well pleased, but was astonished to the point 
of almost losing his voice.”
A joint meeting of the San Francisco Chap­
ter of the California State Society of Certified 
Public Accountants, the Bank Chapter of the 
San Francisco Association of Credit Men, and 
the San Francisco Bay Chapter of the Robert 
Morris Associates, was held at the Engineers’ 
Club, San Francisco, on December 16, 1932, 
at 6:15 P.M.
The meeting was made the occasion of a 
reception to John F. Forbes, recently elected 
President of the American Institute of Ac­
countants, the address of congratulation be­
ing delivered by Lewis Lilly, President of the 
San Francisco Chapter.
The presentation of the John F. Forbes 
medal to the candidate receiving the highest 
grade of the 321 who took the examinations 
for Certified Public Accountant in November, 
1931, and May, 1932, was then made. The 
winner was A. Thomas Murphy, of San Fran­
cisco. In the absence of William Dolge, the 
originator of the Forbes Medal Fund, the 
presentation address was made by Frederick 
C. Kohnke.
A paper on "Uniformity in Financial Re­
porting” was then presented by Phillip A. 
Hershey. This paper outlined the results of 
graduate research work in the University of 
California under Professor Henry Rand Hat­
field.
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GEORGIA 
The Georgia Society of Certified Public Ac­
countants has again demonstrated its ability 
to put forth publicity in the interest of the 
profession.
Following an extensive article in the South­
ern Banker, in which there appeared its rules 
of professional conduct and membership list, 
it has just put out a 16-page brochure which 
would be a credit to any advertising concern 
in the United States.
The title is "An Afterthought of Pacioli.” 
Its closing sentence is: "This booklet, pub­
lished by the Georgia Society of Certified Pub­
lic Accountants, under the auspices of the 
Accountants Council of the Atlanta Chamber 
of Commerce, for distribution to the business 
men of Georgia, may perhaps serve as a mod­
est rebuttal to Fortune’s charge that we are 
wilfully anonymous.”
The writer of the monograph was Joel 
Hunter, Jr., one of their own members. The 
typography is excellent. It includes a chart 
showing that the C.P.A. gathers facts and al­
legations from accounting records, original 
documents, current business conditions, of­
ficers, and employes, and occasionally outsid­
ers, and after examining and sifting them, they 
are approved in the form of audited state­
ments submitted to officers, directors, share­
holders, creditors, and the public.
* * *
MARYLAND 
The Maryland Association of Certified Pub­
lic Accountants has been considering the ways 
in which changes should be made in the Mary­
land Banking laws.
The Baltimore Sun for December 14th, 
commenting on the meeting of the association 
held the previous evening, with reference to 
various suggestions, said:
"Included in the series were proposals that 
directors, officers and employes of a bank be 
prohibited from borrowing from that institu­
tion, and that loans to any one borrower could 
not exceed a sum in excess of five per cent 
of the capital stock and surplus unless ap­
proved by the board of directors, but in any 
event not more than ten per cent.
"It also was suggested that each bank be 
made to undergo an annual audit by an out­
side accountant, other than a member of the 
staff of the State Bank Commissioner, and that
banks return a monthly statement to the com­
missioner instead of three times a year.
"The suggestions were contained in a report 
placed before the association by its banking 
legislation committee, spokesmen for which 
said the State’s present banking laws were 
liberal and that actual restrictions on bankers 
were limited.
"The association is expected to take action 
on the report next month. If the suggestions 
are adopted, bills to embody them will be in­
troduced at the coming session of the Legis­
lature.
"According to the reporting committeemen, 
the office of the bank commissioner is 'grossly 
inadequate’ to carry out its work properly. In 
this regard it was suggested that the fees 
charged by the commissioner for examining 
the banks be increased.
Other suggestions were:
"A bank should be prohibited from accept­
ing its own stock as collateral on loans.
"Investment in bank buildings and fixtures 
should not be more than ten per cent of cap­
ital and surplus, and in any event not more 
than $500,000.
"Banks should be prohibited from lending 
money to companies under their control.
"A director should own at least $5,000 
worth of stock in the bank he helps to direct.
"Boards of directors should meet at least 
once a week.
"Directors should attend at least two board 
meetings a month.
"Writing up of assets should not be per­
mitted, and banks should not be allowed to 
carry any asset on its books above the cost 
value.
"In the event of bank failure, directors 
should be personally liable to depositors for 
losses unless they can show they were not 
'liable for such losses.’
"The last suggestion would shift the burden 
of proof, in the event of a suit, against the 
directors. Under the present law, if deposi­
tors attempt to collect from directors they 
must prove them liable for losses sustained.”
* * * 
MASSACHUSETTS
A meeting of the Massachusetts Society of 
Certified Public Accountants, Inc., was held 
at the Chamber of Commerce on Monday eve­
ning, December 19, 1932, with over a hun­
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dred members in attendance.
"Federal Taxation,” was the subject for the 
meeting, the program being in charge of a 
special committee composed of Carroll F. 
Holt, chairman, Edwin E. Wakefield, Lee 
Perkins, and Douglas I. Mann. After discus­
sion of the various sections of the Revenue 
Act of 1932 by the designated leaders, the 
meeting was opened for general discussion.
* * *
MICHIGAN 
At the January meeting of the Michigan 
Association of Certified Public Accountants, 
held on January 12th, at the Detroit-Leland 
Hotel, Mrs. Alice Alexander, Director of the 
Corporation Division of the Secretary of 
State’s office, spoke on the relation between 
her office and accountants.
Michigan has a franchise fee tax based on 
annual reports of corporations, so that every 
accountant was interested in her address, fol­
lowing which questions were asked and an­
swered.
The Central Michigan Chapter, of the 
Michigan Association of Certified Public Ac­
countants, held its January monthly meeting 
at the Hotel Hayes, in Jackson. Mr. A. J. 
Campbell led the round-table discussion on 
the subject of "The Changes in the Federal 
Income Tax Law.” The Central Michigan 
Chapter is composed of the members located 
in Jackson, Lansing, and Battle Creek.
The next meeting of the Chapter will be a 
luncheon meeting, held on March 16th, at the 
Book-Cadillac Hotel in Detroit, in order that 
the Chapter members may attend the Asso­
ciation meeting, which is to be held in De­
troit that evening.
* * *
MINNESOTA 
The December meeting of the Minnesota 
Society of Certified Public Accountants was 
held on Tuesday evening, December 20th, at 
the Saint Paul Athletic Club.
John B. Probst, Chief Civil Service Exam­
iner of St. Paul, was speaker of the evening.
* * *
NEBRASKA 
The November meeting of the Nebraska 
Society of Certified Public Accountants was 
held in Lincoln, at the Hotel Lincoln, 6:15 
P.M., on Friday, November 11, 1932. It was
an open meeting for all practicing accountants 
in the State of Nebraska.
Professor F. C. Blood, instructor in Adver­
tising at the University of Nebraska, spoke 
on the subject, "The Ethics of Advertising 
for the Professional Man.” Professor Blood 
stated that the old theory that a professional 
man should not advertise was rapidly vanish­
ing. A recent report of the Julius Rosenwald 
Fund, on advertising by various medical groups 
recommends, he said, that the medical pro­
fession use modem methods of educating the 
public. Professor Blood also stated that ad­
vertising was more easily controlled than high- 
pressure sales promotion by individuals. It 
was his opinion that the time was not far 
away when all professional men would look 
upon advertising in a different light.
Elton C. Loucks, of Omaha, Nebraska, pre­
sented a paper and led a discussion on the 
subject, ''The Valuation of Current Assets 
Under the Present Financial Conditions.”
A committee on professional ethics was ap­
pointed by the President. The personnel of 
the committee is as follows: A. E. Spellman, 
Omaha, Nebraska; Elton C. Loucks, Omaha, 
Nebraska, and Raymond H. Walker, Lincoln, 
Nebraska.
 State Board News  
MISSOURI
E. F. Conner, C.P.A., of St. Louis, has been 
appointed as a member of the State Board of 
Accountancy of Missouri to succeed F. C. 
Belser whose term had expired.
Increasing Demands
( Ccmtinued from page 85) 
is no doubt that we get awfully close to legal 
questions, but I think we will make a mistake 
if we assume to supplant legal counsel in 
anything of that sort.
Mr. Loeb: I didn’t mean that in that sense, 
but it happened that our client retained an 
attorney and the second mortgagees had their 
attorney and, as I have already stated, we had 
to give consideration in drawing up the full 
plan before presenting same, to the possible 
effect that the legal phases would have thereon, 
without at all attempting to usurp the preroga­
tives of the attorneys.
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C. P. A. Examination Questions
November, 1932
 
Accounting Theory
Question 1:
Jones Manufacturing Company owed Robin Motor Company $43,200.00 
at July 1, 1932. At that date Robin Motor Company agreed to accept Jones 
Manufacturing Company’s investment in 1,000 shares of a certain stock listed 
on the New York Stock Exchange in full payment of the account. Jones 
Manufacturing Company had originally purchased the stock at 90. How would 
you advise Robin Motor Company to treat the transaction on its books in view 
of the following values of the stock at July 1, 1932:
Par value . . .
Book value .
Market value
Question 2:
A machine which cost $25,000.00 was purchased with a down-payment 
of $5,000.00 in July, 1931, the balance of the payments being represented by 
forty monthly notes of $500.00 each, the first payable August 1, 1931. Title 
to the machine is not to pass to the purchaser until the final note has been 
paid. How would these facts appear on a balance sheet prepared at June 
30, 1932?
Question 3:
Prepare the detailed instructions which you would give to the bookkeeper 
of a 200-room hotel so that the cost of dining-room sales may be computed 
monthly, with a reasonable degree of accuracy, without employing a "food- 
control” system. All employees of the hotel, as part of their compensation, 
receive their room and meals at the hotel.
Question 4:
From the following information, prepare a statement showing the balance 
in each partner’s account at the close of business December 31, 1931:
*The Service of Examination Questions conducted by The American Society furnishes practi­
cally twise as many questions in Theory, Auditing, Commercial Law, and Economics and Public 
Finance as could be used by any State Board for a four-hour examination period, and twice as 
many problems in Practical Accounting as would be required for two examination periods of four 
to five hours each. A Board using the service makes its own selections and adds any special ques­
tions or problems which it desires. The questions in Accounting Theory and Auditing follow.
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Balances on January 1, 1931, and withdrawals made during the year were
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as follows:
Investment,
January
Partner 1, 1931 Withdrawals
Jackson ..................................................................$171,852.93 $15,250.50
Bacon .................................................................... 147,226.18 21,187.34
West ...................................................................... 110,500.30 6,000.00
According to the partnership agreement, profits were to be divided thus: 
40% to Jackson, 35% to Bacon, and 25% to West after deduction of salaries 
and interest on investment. Interest on investments was to be computed at 5% 
on the average balance in each investment account, the average to be one half 
the sum of the balance on the first day of the year, and the balance on the last 
day after adjusting tor salaries, interest, and the prorata share of profit.
Jackson’s salary was $10,000.00 per year, and that of Bacon and West, 
$9,000.00 each.
Profit for the year, before deducting salaries and interest was $78,416.02.
Question 5:
(a) How do the provisions of the Revenue Act of 1932 differ from those 
of the Revenue Act of 1928 with respect to stock market losses ?
(b) What are the provisions of the Revenue Act of 1932 governing the 
gain or loss upon disposition of installment obligations—
(1) by sale or exchange,
(2) by distribution, transmission, or disposition, other 
than sale or exchange, or
(3) by transmission at death?
Question 6:
Answer any two of the following three questions:
(a) What is the definition of capital gain, and of capital net gain under 
the Federal Revenue Act?
(b) What are the provisions of the 1932 Act governing capital net gains 
and losses of—
(1) Corporations,
(2) Partnerships, and
(3) Individuals?
(c) What are the exemptions and credits, and what are the rates of 
normal tax under the Revenue Act of 1932 for—
(1) Individuals and
(2) Corporations?
Question 7:
What was the rule under the Federal Revenue Act of 1928 governing the 
computation of the credit against the tax payable for earned net income?
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Question 8:
The Benson Manufacturing Company, desiring to centralize manufacturing 
activities in its Chicago factory, sells its factory in Michigan for $2,165,000.00,
on the following terms:
Particulars Amount
Cash ...........................................................................................$ 300,000.00
Mortgages assumed by purchaser, originally floated during 
construction of building—
First ................................................................................... 1,100,000.00
Second ..............................................................................  500,000.00
Purchase-money mortgage given by purchaser.......................  265,000.00
Total ................................................................................ $2,165,000.00
As the result of adequate depreciation charges, approved by the Federal 
Bureau of Internal Revenue, the original outlay of $3,000,000.00 has been re­
duced to a depreciated cost of $1,522,033.00 at July 1, 1932, the date of sale. 
Unamortized mortgage fees at that date totaled $161,550.00.
During 1932, $2,000.00 was paid by the purchaser on the purchase-money 
mortgage.
You are asked to determine the amount of profit to be reported on this 
transaction for 1932, following an installment basis which will comply with 
Federal income tax regulations.
Question 9:
Give several methods commonly employed for recording stock dividends 
on the books of the issuer and the recipient stockholder. What procedure do 
you prefer ? Give reasons.
Question 10:
A.B.C. Company is engaged in the subdivision and sale of a certain tract 
of land. The capital stock of the company has been retired in full except for 
three qualifying shares outstanding, but the old stockholders by agreement re­
tain their proportionate interest in the profits realized but undistributed (i.e., 
earned surplus) and the profits unrealized. Because of defaults in payments 
on contracts, many lots have been repossessed during 1932. On September, 30, 
1932, in an attempt to reduce the activities of the company to the liquidation 
of contracts receivable, the directors declare a dividend of 70%, payable on 
October 1st in lots valued at 60% of list price. Book cost averages 25% of 
list price.
How should the dividend be reflected on the balance sheet at September 
30, 1932?
Question 11:
An enterprise, in business since 1915, manufactures and sells men’s suits 
at a uniform price of $22.50 each, through canvassers paid strictly on a com­
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mission basis. Accurate records are maintained of the quantity manufactured 
and sold, and of the expenses of manufacture, sale, and administration.
As comptroller for the enterprise, what statements, comparisons, ratios, 
and statistical data would you submit to the Board of Directors, all of whom 
are actively engaged in the business, in compiling your annual report to them 
for the year ending June 30, 1932 ?
Question 12:
Distinguish between the following prefixes to preferred stock issues—
7% cumulative 
6% cumulative participating 
Redeemable 
Convertible.
Question 13:
What should be the attitude of accountants to the practice of charging off 
to surplus lump sums to reduce the valuation of plant and equipment?
Question 14:
What recognition should be given on the balance sheet to a permanent 
closing of two out of ten plants operated by a large manufacturing company 
and a temporary shut-down of five of the remainder?
Question 15:
A corporation employing machinery having a cost of $2,000,000.00 which 
it has been depreciating at the rate of 81/3% per annum operated at an average 
of 10% of capacity for the year ending June 30, 1932. The president of the 
corporation asks your recommendation as to the correct amount of depreciation 
to be charged off for the year ending June 30, 1932. Give your reasons. Do not 
be influenced by the requirements of income tax procedure.
Question 16:
A manufacturer of a low-priced adding machine has not changed the price 
of his product for several years. Reductions by other manufacturers make it 
necessary for him to do likewise. You are called upon to determine the unit 
cost to make and sell. This figure will be used as a basis for a change in selling 
price. Production during the past six months has been at the rate of 10% of 
capacity. Selling and administrative expenses have been reduced 75% from 
the average for the years 1928 and 1929.
In making use of data appearing in the accounting records, to what factors 
would you give particular attention ? Give your reasons.
Question 17:
(a) A corporation purchases its own bonds on the open market at less
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than par for the purpose of retiring as much of the issue as possible before 
maturity. In adjusting the accounts, is it necessary to write off immediately to 
expense the unamortized bond discount and expense applicable to the bonds 
prematurely retired?
(b)  In the above case if the corporation purchased its bonds with the 
object of making a temporary investment, and at a later date selling them when 
its cash position requires that they be sold, would your answer be the same?
(c) What adjustment is necessary when bonds purchased as in (b) are 
resold at a discount?
Question 18:
Does the earned surplus of the acquired company represent distributable 
earnings to the purchasing company in the following case: Company A pur­
chases the entire capital stock of Company C, payment therefor being made, 
par for par, in the capital stock of Company A. The assets and liabilities of 
Company C are thereupon taken over by Company A, and Company C is dis­
solved.
Question 19:
The capital assets of the Monarch Manufacturing Company were revalued 
in 1928 because of a bond issue having these assets as underlying security 
therefor. Appraisal figures were taken up on the books, and the excess over 
book values was credited to "Surplus arising from the revaluation of capital 
assets.”
An entry has been made each year for depreciation similar to the following:
Depreciation expense, at original cost...............$83,475.23
Surplus arising from the revaluation of capital assets, for
amortized portion thereof................................ 38,500.00
Reserve for depreciation.............................. $121,975.23
Present your argument for or against the above treatment of depreciation.
Question 20:
A company which sells principally to large organizations with high credit 
ratings, increases its bad debt reserve annually by crediting thereto a percentage 
of net sales for the year, the percentage figure being determined by establishing 
relationship between sales of the preceding five years, and the charges made 
to the reserve for bad debts less the bad debt recoveries during the same period. 
Bad debt recoveries are credited to the bad debt expense. Do you approve of 
the company’s methods?
Auditing
Question 1:
In the audit of the accounts of a college as at June 30, 1932, the following 
points have arisen:
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(a) In past years it has been the custom to include in income and expense 
estimated income and expense of the summer school immediately following 
the closing date. You find that the annual budget, running from July 1 to 
June 30, covers the summer school following.
( b) No reference to the budget appears in the minutes of the Board of 
Trustees. The Finance Committee keeps no minutes.
(c) Salaries of the instructional staff exceeded the budgetary allowance 
therefor by $28,000.00.
(d ) No unpaid liabilities are recorded, and you experience considerable 
difficulty in procuring information regarding them. Many bills belonging to 
last year were paid this year and charged to this year’s expense accounts.
(e) All cash balances are consolidated in one bank account, and you find 
that the proceeds of the sale of certain endowment bonds have been used for 
current expenses. The endowment net worth, however, has been properly main­
tained.
How would you dispose of these items in your report?
Question 2:
The Parget Credit Company makes discount loans to small manufacturers, 
and takes back non-interest-bearing notes, payable monthly and secured by 
chattel mortgages. The discount is credited to income when the loan is made. 
Do you approve? Give reasons.
Question 3:
You are auditing the books of an investment trust which has engaged in 
various promotions. What different kinds of contingent liabilities would you 
look for? Would you regard it essential to mention these contingent liabilities 
on the balance sheet?
Question 4:
The president of the Premier State Bank hands you a statement of profit 
and loss of a borrower, The Craft Arts Corporation, a manufacturer of lamp 
fixtures, for the ten months ending October 31. He expresses his opinion that 
although the statement indicates that a profit has been earned, the depression 
has crippled the company’s business severely, and it is doubtful if any real 
profits have resulted. The company did not submit a balance sheet with the 
statement of profit and loss. The president communicates with officials of the 
company and authorizes you to spend a day at the company’s plant in order 
that you may determine whether the statement has been "padded.”
How would you proceed, and what sources of inflation would you look for ?
Question 5:
Do you believe that a statement of application of funds is of value in the 
audit report of a manufacturing company? Would you include therein any
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reference to assets acquired from a stockholder through an issue of stock direct 
to him? Give reasons.
Question 6:
The Famous Utility Holding Company, whose stock is held in small units 
by many investors, during 1931 and 1932 made extensive loans to officers to 
support their accounts with security brokers. The loans were made on a de­
clining market, and were presumably secured by the deposits of stocks, includ­
ing the company’s own stock owned by officers, which now, at the time of your 
audit, have market values of only a fraction of their purchase prices. Do you 
believe it is within your province, as auditor, to make inquiries regarding the 
personal financial responsibility of the various officers involved in order to 
arrive at an opinion as to the collectibility of these accounts ? How would you 
include these accounts on the balance sheet in view of the request of the presi­
dent that they be merged with sundry receivables in order not to arouse un­
necessarily the suspicions of stockholders?
Question 7:
In auditing the accounts of a personal loan corporation, what steps would 
you take to determine the correctness of the discount and the loan?
Question 8:
Company A, a personal service enterprise, agrees to perform certain very 
profitable services for Company B. Among the provisions of the agreement 
are the following:
(a) Company A will purchase $25,000.00 of 7% preferred stock, par 
value $50.00, in annual installments of $5,000.00; and, in addition,
(b) One half the fees earned by Company A in servicing Company B 
are payable in the same class of preferred stock of Company B.
The preferred stock of Company B is unlisted, but you are able to estab­
lish a fair market value of approximately 50% of par as of the date acquired 
by Company A.
What basis would you use for the valuation of the stock acquired by Com­
pany A for (a) balance-sheet purposes, and (b) Federal income tax purposes?
Question 9 :
The Great Produce Company, a dealer in fruits and vegetables, acts both 
as a commission merchant and principal. After a car of consigned merchandise 
is over 90% sold, the company frequently purchases the balance of the ship­
ment in order to faciliate the completion of the agreement with the shipper. 
What would be your procedure for handling the inventory, and the correspond­
ing liability of broken cars of fruit not purchased, at the balance-sheet date?
Question 10:
On the balance sheet of a successor company, how would you handle the
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stock of a predecessor company not turned in after reorganization, and divi­
dends declared, but not paid on this stock?
Question 11:
You are engaged in the audit of a small railroad company. Because of a 
surplus of rolling stock—locomotives, freight cars and passenger coaches, the 
practice has been followed during the past few years of operating the equip­
ment until breakdowns occur. At such times the equipment has been placed 
on side tracks, and when the equipment is needed, repairs are made. At June 
30, 1932, the date of your audit, 458 units—locomotives, cars, and coaches—  
out of a total of 1,539 are in a disabled and unrepaired condition.
What treatment is required in your audit report and financial statements?
Question 12:
How would you verify the—
(a) Gross value of customers’ accounts receivable?
( b) Adequacy of the reserve for bad debts?
Question 13:
What is the customary method of computing the unexpired portion of a 
deposit on the premium covering workmen’s compensation insurance?
Question 14:
In auditing the books of a periodical publisher for the calendar year 1931, 
you find the following items contained in an account termed "copyrights, sub­
scription lists, and good will”:
April 15, 1929 *Cost of publishing rights and subscription lists of three 
weekly publications, acquired by issue of capital stock, at
p a r ............................................................................................. $ 27,000.00
July 1, 1931 Copyright value of Screen Heroes magazine, originated 
during 1931 and credited to capital stock which was dis­
tributed to stockholders, pro-rata..........................................  100,000.00
$127,000.00
*These magazines were discontinued during the early part of 1931 
as the demand for them had decreased rapidly.
What valuation would you place on this account for the purposes of the 
December 31, 1931, balance sheet, and what title therefor would you suggest?
Question 15:
In conducting a balance sheet audit, is there any necessity for analyzing 
(a) legal fees, (b)  patent expense, (c) insurance expense?
Question 16:
In view of the present bank practice of employing bookkeeping machines
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in the preparation of monthly bank statements, do you believe that the practice 
of requiring a letter of verification from the bank is necessary ?
Question 17:
How would you verify dividends and interest received by a large estate?
Question 18:
What do you understand by the term "bucketing” ? Would you include 
under that term the practice of a number of small brokers who sell securities 
on the installment plan, and who do not cover the sale until a month or two 
before the last payment is received from the customer?
Question 19:
Do you consider it necessary to mention on a certified balance sheet the 
fact that certain officers of the company have put up collateral as security for 
the company’s obligations to the bank?
Question 20:
Criticize and redraft the following certificate, making any needed assump­
tions as to scope of audit:
CERTIFICATE
To the Board of Directors:
We hereby certify that we have audited the Books of Account of your 
company and found things in satisfactory shape. We counted cash or verified 
it by communication with depositories, verified receivables by correspondence, 
believe all additions to fixed assets proper, show on our balance sheet all 
ascertained liabilities at August 31, 1932, and inspected the stock certificate 
book. Subject to these qualifications, the above balance sheet at August 31, 
1932, is believed by us to truly reflect the financial condition of your company 
at August 31, 1932.
(Signed) B a h r  a n d  C o m p a n y ,
Accountants and Auditors.
IN THE NEW YEAR 
Let me be a little kinder,
Let me be a little blinder 
To the fault of those about me. 
Let me praise a little more;
Let me be, when I am weary, 
Just a little bit more cheery;
Let me serve a little better 
Those that I am striving for.
Let me be a little braver,
When temptation bids me waver;
Let me strive a little harder 
To be all that I would be;
Let me be a little meeker 
With the brother that is weaker;
Let me think more of my neighbor 
And a little less of me.
— Author Unknown,
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"MAN VERSUS MACHINE”
There is great debate these days about the 
machine, and its effects on man. Here is a 
pertinent quotation:
"Machinery, in its progress, has doubtless 
been the origin of terrible calamity: it has 
made the strong man so much live lumber. 
But as we cannot go back, and must go on, it 
is for statesmen and philosophers to prepare 
for the crisis as surely coming as the morning 
light. How, when machinery is multiplied— 
as it will be—a thousandfold? How, when 
tens of thousand-thousand hands are made 
idle by the ingenuity of the human mind? 
How, when, comparatively speaking, there 
shall be no labor for man? Will the multi­
tude lie down, and unrepining die ? We think 
not—we are sure not. Then will rise—and 
already we hear the murmur—a cry, a shout, 
for an adjustment of interests.
"The steam-engine, despite of themselves, 
must and will carry statesmen back to first 
principles. As it is, machinery is a fiend to the 
poor; the time will come when it will be as a 
beneficent angel.” This is not a quotation 
of today. It is ninety-one years old, having 
appeared in Punch, in 1842, in an article en­
titled "Man Versus Machine.”— N ew  York  
Times, Jan. 8, 1933 .
ACCOUNTANTS’ GROUP OUTLINES 
NEW SERVICE 
The most advanced step in the classification 
of accountancy services ever offered for the 
benefit of corporate executives, credit grantors, 
and investors by the New York State Society 
of Certified Public Accountants is outlined in 
a special bulletin which was distributed to its 
1,900 odd members and also bankers, credit 
men and others. Classification of account­
ancy services has been approved in principle 
by a large number of certified public account­
ants throughout the country, having been 
adopted by The American Society of Certified 
Public Accountants (the national organiza­
tion) and various State societies, such as New 
York, New Jersey, California, and others.
Product of years of study and more than a 
year of committee work, the five major ac­
countancy classifications and one miscellaneous 
group afford protection to executives, credit 
grantors and investors by describing the char­
acter and scope of services rendered by the 
independent certified public accountant. This
classification is of particular assistance to the 
average investor in realizing the significance 
of the accountant’s certificate appended to the 
corporate report.
The classification does not conflict in any 
way with the requirement of the New York 
Stock Exchange, as set forth in its announce­
ment of January 6, 1933, in which it was 
stated that "scope of the audit must be not 
less than that indicated in a pamphlet entitled 
Verification of Financial Statements’ ” issued 
by the Federal Reserve Board in May, 1929. 
On the contrary, the classification includes in 
one of its sections the same general specifica­
tions as the Federal Reserve Board document.
In the special bulletin, the detailed audit, 
sometimes referred to as a complete audit, is 
set forth as having as its purpose the sub­
stantiation, by audit procedure, of the correct­
ness of the assets, liabilities (actual and con­
tingent), reserves, capital and surplus as at a 
balance-sheet date. It also includes all trans­
actions for a period on the balance-sheet date. 
This audit is considered by the accounting pro­
fession to be the most complete examination 
of financial condition, and detailed audit of 
transactions for a given period that has yet 
been recognized.— N ew  York Herald-Tribune, 
Jan. 22, 1933.
ONE BANK FAILURE
Associated Press dispatches in December 
carried the information that the Continental 
Trust Company of Charlotte, N. C., had been 
liquidated with very favorable results.
The bank failed in May of 1929, having 
two major causes given for its failure. It had 
not been possible for it to develop a sufficient 
volume of business to operate on a paying 
basis even though all other conditions had 
been favorable. It had made some loans which 
were slow in liquidating. A double indemnity 
assessment, following the failure, brought 
contributions from forty-seven of the seventy- 
eight stockholders.
Between May of 1929 and December of 
1932 all indebtedness to depositors had been 
paid, including interest at the rate of six per 
cent, the North Carolina Supreme Court hav­
ing awarded to the depositors interest on the 
same from the date of the failure until date of 
payment. All other indebtedness having been 
met, the fund remaining was divided among 
the stockholders who had contributed to the 
assessment that had been levied.
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ANNOUNCEMENTS
Oscar Moss, Gordon A. MacLean, and 
Claude A. Clark, Certified Public Accountants, 
announce their association in partnership un­
der the firm name of Oscar Moss & Company, 
510 West Sixth Street, Los Angeles, Cali­
fornia.
* * *
Caddie H. Kinard, C.P.A., has removed his 
offices from the Masonic Temple to 401-402 
Armstrong Building, El Dorado, Arkansas.
* * *
Announcement is made of the dissolution 
of the firm of Eckelman, Mers & Halboth, as 
of December 31, 1932. Henry C. Halboth, 
C.P.A., will continue the practice of public 
accounting at 225 Broadway, New York City.
* * *
A. M. Hart, C.P.A. announces the removal 
of his offices to 141 Broadway, New York 
City.
* * *
Raymond M. Wansley, Paul H. Crandall, 
and George F. Reuter, Certified Public Ac­
countants, formerly doing business as Eldred 
& Wansley, announce a change of name to 
Wansley, Crandall & Reuter, Certified Public 
Accountants, and the removal of their offices 
to suite 440, Bank of America Building, San 
Diego, California.
* * *
Samuel A. Glick, C.P.A. and attorney, an­
nounces the removal of his offices to 363 
Seventh Avenue, New York City, where he is 
affiliated with the accounting firm of Lambert, 
Margolin & Glick.
* * *
Menahem Stim, C.P.A., announces the re­
moval of his offices to 29 Broadway, New 
York City.
* * *
Edward P. Moxey & Company, Certified 
Public Accountants, announce the removal of 
their offices to the Morris Building, 1421 
Chestnut Street, Philadelphia, Pa.
* * *
L. B. Prosnitz & Co., Certified Public Ac­
countants, announce the removal of their of­
fices to 521 Fifth Avenue, New York City.
* * *
R. E. North, C.P.A., is now connected with 
the New York City office of Haskins & Sells, 
located at 22 East 40th Street.
A. J. Campbell & Company, Certified Pub­
lic Accountants, have removed their offices to 
1101-1102 Reynolds Building, Jackson, Michi­
gan.
* * *
Maurice N. Newman & Co., Certified Pub­
lic Accountants, Los Angeles, announce the 
opening of a branch office in Room 207, 154 
Sutter Street, San Francisco, California.
* * *
T. A. Andrews and Fred E. Ivy, Certified 
Public Accountants, announce that effective 
January 1, 1933, A. B. Bolin and C. A. Quinn, 
Certified Public Accountants, will be admitted 
as partners in the firm of Elliott, Andrews & 
Ivy, 720-725 Bank of Commerce Building, 
Memphis, Tennessee.
 *  *  *
Wm. H. Mers, and Elmer J. Bauer, Cer­
tified Public Accountants, announce the for­
mation of a partnership under the firm name 
of Mers & Bauer, Certified Public Account­
ants, 321 Dixie Terminal Building, Cincin­
nati, Ohio.
* * *
John E. Chambers, C. Clauson, John E. 
Meals, and William Scollard, Certified Public 
Accountants, announce the opening of joint 
offices in the Vance Building, Seattle, Wash­
ington.
* * *
W. W. Gould, C.P.A., is now associated 
with Ralph W. E. Cole, C.P.A., I. N. Van 
Nuys Building, Los Angeles, California.
* * *
E. P. Adams, C.P.A., announces the re­
moval of his offices to 705-6 Wm. Fox Build­
ing, 608 South Hill Street, Los Angeles, Calif.
A UNIQUE WILL 
A merchant was told he had a month to 
live—called in a lawyer and said:
"Fix it up so my overdraft at the bank goes 
to my wife—she can explain it. My equity 
in my car goes to my son—he will then have 
to work to keep up the payments. Give my 
goodwill to the supply houses—they took 
some awful chances on me and are entitled to 
something. My equipment you can give to the 
junk man—he has had his eye on it for sev­
eral years. I would like six of my creditors to 
be pallbearers. They have carried me so long 
they might as well finish the job.”
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In Memoriam
Ernest G. Shorrock
In the passing of Ernest G. Shor­
rock, Friday evening, October 28th, 
the accountancy profession in the 
Northwest suffered the loss of one of 
its oldest, best loved and most suc­
cessful practitioners.
Born in Blackburn, England, he 
began his career as an office boy with 
the West Lancashire Railway Com­
pany when fifteen years old. He came 
to the United States in 1899 as audi­
tor and assistant general manager for 
a firm of British capitalists with in­
terests in Alaska and with head­
quarters at Seattle. In 1902 he opened 
an office as a public accountant in 
Seattle, and from the first assumed a 
position of prominence in the pro­
fession. One of the first movers for 
an accountancy law in Washington, 
when it was passed in 1903 he was 
appointed as a member of the first 
State Board, and then became its 
chairman. He was prominent in the 
organization of the Washington So­
ciety of Certified Public Accountants, 
and served it in various official ca­
pacities. While English by training, 
he was American by adoption, and 
was always a strong supporter of 
American ideals in connection with 
professional development.
He was one of the charter mem­
bers of The American Society, and 
served as an officer or committee 
member for seven years. Twice he
was chosen by the members in Wash­
ington as their State Representative, 
and twice he was chosen by the di­
rectors as a Vice-President. At the 
Richmond meeting every possible ef­
fort was made to secure his consent 
to an election to the presidency of 
The American Society. For many 
years, however, he had suffered from 
recurrent attacks of asthma and hay 
fever, and while indicating his appre­
ciation of the sentiment expressed by 
the directors he was obliged to de­
cline, feeling that physically he was 
not able to take on the responsibility 
which the presidency of a national 
organization involved.
Whenever advice was sought con­
cerning professional matters in the 
Northwest, the entire profession in­
stinctively turned to E. G. Shorrock, 
and he never failed them. A willing 
contributor of time, money and 
strength to the profession that he 
not only loved but honored, he found 
it necessary to conserve all of his 
energy in the latter years of his life.
At his funeral the active pall­
bearers were his nephews. From a 
family standpoint he is survived by 
his widow, two sons and a brother. 
From a professional standpoint he 
is survived by a group who are much 
better accountants and citizens than 
they would have been without his 
influence.
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NOTES
The Pittsburgh Press recently printed a fine 
article on Frank Wilbur Main, recounting the 
experience of "a lad who went to work as a 
bank messenger with a salary of $8.33 a 
month, who today heads one of the country’s 
largest accounting firms.”
The article was reprinted by the Pittsburgh 
Accountant in its January issue.
The December 7, 1932, issue of N ew  York  
University Alumnus contains an article by 
Robert Atkins, C.P.A., New York City, en­
titled "Education and Good Citizenship.”
John Willard Roberts, C.P.A., is the author 
of a little booklet on "Building Permanent 
Prosperity.”
We are in receipt of the Annual Report of 
the Comptroller of the City of Seattle for the 
fiscal year ending December 31, 1931. H. W. 
Carroll, City Comptroller, holds Washington 
C.P.A. certificate No. 4, and has been a mem­
ber of The American Society for a number of 
years.
L. G. Andrews, C.P.A., of Philadelphia, 
was one of the speakers at the recent meeting 
of the National Retail Dry Goods Associa­
tion, describing a new process used by Straw­
bridge & Clothier, of which organization he 
is Comptroller, which simplifies bookkeeping 
by the use of photography. The pictures are 
taken of customers’ accounts before sending 
out. They are made on a narrow-width safety 
motion picture film, and photographs of 4,000 
statements may be cared for in a space four 
inches wide, four inches high, and one inch 
thick.
In a recent article, Colonel Ayres, who is 
opposed to inflation and insists that national 
economy must be adjusted to lower price levels, 
proposes two plans which the government 
might adopt. He first suggested the creation of 
international exchanges of raw materials de­
signed to work down excessive stocks. This 
might be accomplished by barter, the existence 
of the war debts being used as a basis of such
bargaining. His other suggestion was an 
amendment to the Federal Bankruptcy Law to 
permit the orderly reorganization of the capital 
structures of corporations who are not able to 
meet their obligations when due and to prevent 
minorities from successfully opposing such 
reorganizations.
The St. Johns Analyst for December con­
tained an article on "The Human Interest in 
Tax Cases,” by L. Gluick.
Dr. Joseph J. Klein, C.P.A., New York 
City, spoke on "Certain Accounting Aspects 
of the Kruger Debacle,” at a meeting of the 
Accountancy Club of the Y.M.H.A. on the 
evening of January 19, 1933. At the meeting 
scheduled for February 16th, J. Arthur Mar­
vin, C.P.A., New York City, will address the 
club on "How to Develop an Accounting 
Practice.”
Samuel W. Brown, C.P.A., one of our New 
York members, is Mayor of the City of North 
Tonawanda, N. Y.
Credit and Financial Management, for No­
vember, 1932, reprinted from our July issue 
the article by Herrmann Herskowitz, C.P.A., 
on "Major Causes of Business Failures.”
The office of The American Society would 
like to secure three copies of the February 1, 
1926, Directory in order to complete files 
lacking only that one issue.
Any member having such a copy in an un­
completed file is requeste’d to send it to the 
office. For each of the first three returned to 
the office a credit of $2.00 will be given.
Classified Advertisements
Advertising copy for this page should be received in  
the office of THE CERTIFIED PU B L IC  ACCOUNTANT 
not later than the 25th day of the month preceding the 
month of publication. Rates for “Help W anted” and 
“Situation W anted,” $3.00 per inch or fraction thereof 
(7  lines to an inch) for one insertion. The rate for 
“ M iscellaneous”  is $5.00 per inch for each insertion.
ACCOUNTANT. C a n  also assume other duties. E i g h t  
years’ accounting and seven years’ general experience. 
Sound knowledge of accounting and business adminis­
tration. Age, 34. Married. Prefer locating i n  or near 
Virginia. Address, Box K-304, T h e  C e r t i f i e d  P u b l i c  
A c c o u n t a n t .
Columbia U niversity
OFFERS COURSES FOR HOME STUDY
in ACCOUNTING
and in many other subjects of practical business 
value, as well as a wide range of general cultural 
subjects, several of which are listed here.
These courses have been prepared by our 
instructors to meet the special requirements of 
study at home. While all basic material essential 
to the full understanding of each subject is fully 
covered, sufficient elasticity is allowed to permit 
adaptation to the individual needs of each stu­
dent. Everyone who enrolls for a Columbia course 
is personally instructed by a member of the Uni­
versity teaching staff.
A bulletin showing a complete list of home 
study courses will be sent upon request. In ad­
dition to the general University courses this 
bulletin includes courses that cover complete 
high school and college preparatory training.
PARTIAL LIST 
OF
HOME STUDY 
COURSES
A C C O U N T IN G  
A G R IC U L T U R E  
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C O N T E M PO R A R Y  N O V E L  
C O R PO R A TIO N  F IN A N C E  
D R A F T IN G  
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E N G L IS H  C O M P O S IT IO N
E N G L IS H  L IT E R A T U R E
E SSA Y  W R IT IN G
F IR E  IN S U R A N C E
F O R E M A N S H IP
F R E N C H
G EO M E TRY
G ER M A N
G RAM M AR
G R E E K
H I G H  SC H O O L  C O U RSES 
H IS T O R Y
IN T E R IO R  D EC O R A TIO N
IN V E S T M E N T S
IT A L IA N
J U V E N IL E  STO RY  W R IT IN G  
L A T IN
L IB R A R Y  SE R V IC E  
L IT E R A T U R E  
M A C H IN E  D E S IG N  
M A G A ZIN E A R T IC L E  
M A R K E T IN G  [W R IT IN G  
M A T H E M A T IC S
M U S IC ---- H A R M O N Y
P E R S O N N E L  A D M IN IS T R A -
P H IL O S O P H Y  [T IO N
P H Y S IC S
P L A Y W R IT IN G
PO E T R Y
PSY C H O L O G Y
P U B L IC  H E A L T H
P U B L IC  S P E A K IN G
R E A L  E S T A T E
R E L IG IO N
SE C R E T A R IA L  S T U D IE S  
S E L L IN G
SH O R T  STORY W R IT IN G
SOCIOLOG Y
S P A N IS H
S T E N O G R A P H Y
T Y P E W R IT IN G
W O RLD  L IT E R A T U R E , E T C .
Colum bia  U n iv er sity , Home Study Department, 15 Amsterdam Avenue, New York, N. Y . 
Please send me full information about Columbia University Home Study Courses. I am in­
terested in the following subjects: Account 2-33
Name-------------------------------------------------------------------Telephone Number_
Street and Number______________________________________ _ City_______
County--------------------------- S ta te_______________ Occupation_____________
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McGRAW-HILL 
Books for 
Accountants
Taylor and Miller — C.P.A. PROBLEMS AND 
QUESTIONS IN THEORY AND AUDITING
B y Jacob B . Taylor, C.P.A., Associate Professor of 
Accounting, Ohio State University, and Hermann C. 
Miller, C.P.A., Assistant Professor of Accounting, 
Ohio State University. M cGraw-H ill Accounting  
Series. 600 pages. $5.00
Taylor and Miller SOLUTIONS TO C. P. A. 
PROBLEMS
B y Jacob B . Taylor and Herm ann C. Miller. 486  
pages, 6x9. $5.00
These books were prepared to meet the needs of candi­
dates to r  the C.P.A. examinations and students requiring a 
thoroughgoing review of accounting principles and prac­
tice in application to practical problems. Here are 243  
accounting problems, 260 questions on accounting theory, 
204 queries on auditing theory and procedure— with 
solutions to the problems, carefully worked out in  ac­
cordance with accepted principles and practice. These 
problems and questions have been judiciously selected 
from those actually propounded in  recent State and 
A.I.A . examinations throughout the country. Two com­
plete examinations are fully reproduced for checking 
one’s speed and proficiency under the usual time limits.
Kohler and Morrison — PRINCIPLES OF 
ACCOUNTING
By Eric L. Kohler, formerly Professor of Accounting, 
Northwestern University School of Commerce, and 
Paul L. Morrison, Assistant Professor of Finance, 
Northwestern University School of Commerce; As­
sistant to Vice-President and Comptroller, Middle- 
W est U tilities Company. Second edition, 507 pages, 
5 ½x8, illustrated. $4.50
This book is  designed to give a real working knowledge 
of accounting within a single volume. Throughout, the 
authors keep to the front a typical business enterprise 
as the accounting unit, and show exactly how to handle 
each business transaction from start to finish according 
to the best standards of accounting.
PRINCIPLES OFKohler and Pettengill
AUDITING
B y Eric L. Kohler, and Paul W . Pettengill, Lecturer 
in Accounting, Northwestern University School of 
Commerce. Third edition, 475 pages, 5 ½x8. $5.00
A standard work on audit practice explaining just how  
the auditor proceeds in  determining the financial condi­
tion and earnings of a business for its officers, directors, 
partners or stockholders, bankers or investors. This edi­
tion includes 305 problems and questions, and a set of 88 
working papers comprising a complete, practical auditing 
problem.
Grant — SIMPLIFIED MATHEMATICS FOR 
ACCOUNTANTS AND EXECUTIVES
By H arris D . Grant, Consulting Accountant. 329  
pages, 6x9. $3.50
Shows how to solve problems involving compound interest 
and discount by simple arithmetical methods, using no 
algebra or logarithms. Complex problems in annuities, 
sinking funds, amortization, etc., are included, and their 
analysis and solution by simple, effort-saving methods are 
shown.
Donald — HANDBOOK OF BUSINESS 
ADMINISTRATION
Editor-in-Chief, W. J. Donald, Vice-President, Ameri­
can Management Association. W ith the collaboration 
of 129 recognized authorities. Sponsored by and 
published for the American Management Association.
1,752 pages, 4 ½x7, illustrated, flexible. $7.00
This book brings together in  a form comparable to the 
great handbooks of engineering and the professions what 
is known of the science of business management. In  the 
fields of sales and marketing, office and personnel manage­
ment, production, finance and general business adminis­
tration it gives a thorough resume of best effective poli­
cies and methods, based on actual practice, and treated 
by individual specialists in each subject covered.
Examine any or all of these books for 10 days FREE 
Send this Coupon
McGRAW-HILL FREE EXAMINATION COUPON
M cGr a w - H il l  B ook  C o m p a n y , I n c ., 830 West 42nd Street, New York City.
Send me the books checked below, postpaid, for 10 days’ free examination. I will pay for 
those I  wish to keep and return the rest, within 10 days of receipt.
( ) Taylor and M iller— C .P .A . PROBLEMS, $5.00.
( ) Taylor and Miller —  SOLUTIONS TO C .P .A . PROBLEM S, $5.00.
( ) Kohler and M orrison— PR IN C IP LE S OF ACCOUNTING, $4.50.
( ) Kohler and Pettengill —  PR IN C IP L E S OF AUDITING. $5.00.
( ) G rant— SIM PL IFIE D  MATHEMATICS FOR ACCOUNTANTS AND EXECUTIVES, $3.50.
( ) Donald — HANDBOOK OF B U SIN E SS ADMINISTRATION, $7.00.
Name_______________________________________________________________________________
Address___________________________________Position__________________________________
City and S tate_____________________________ Company_________________________________
(Books sent on approval in U . S. and Canada only.) CPA-2-33
W HEN ANSWERING ADVERTISEMENTS MENTION THE CERTIFIED  PUBLIC ACCOUNTANT
Solve three 1933 Problems
Faster... Stronger... Easier to operate
This Im proved Remington has 
four new power driven operations, 
(making a total of eight). New rein­
forced carriage. New stream-lining.
Get more facts... quicker... more often
Under present day conditions — with 
more customers taking longer to pay — 
with collections 25% harder to secure — 
with smaller margins of profit, executives 
must exercise closer, daily control.
These conditions demand more figure 
facts—gathered more often, and at lower 
cost. To meet these demands, Remington 
Hand has designed an Improved Electri­
fied Accounting Machine. Its  new speed 
and strength—its extra conveniences—en­
able your present force to get out more 
information in the same time.
This latest model Remington gives you 
power driven tabulator . . . back spacer 
. . . shift key . . .  and date key. In addi­
tion, the alphabet . . . numerals . . . line 
spacing . . . and carriage return, are elec­
trified as before. The carriage has been 
strengthened to stand many extra years’ 
wear. A completely new tabulating me­
chanism insures proven accuracy.
The Improved machine is easy to oper­
ate. Why? Because it has standard key­
board—ten numeral keys—a practical front 
feed—full visibility—scientifically correct 
location of all devices.
The Improved Remington has the larg­
est number of genuinely automatic feat­
ures, on any one accounting machine. I t  
is easily adapted to any method of book­
keeping. Let us prove that your business 
needs this Improved machine, and needs it  
now! A free demonstration places you un­
der no obligation. Write for it today! Ac­
counting Machine Division, Remington 
Rand Inc., Buffalo, N. Y.
Improved R e m i n g t o n  Electrified
Accounting Machine
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A ccounts  Payable
one
at
1 This folder illustrates a method of preparing due-date tickler and purchase journal at one 
writing; also voucher check and condensed 
voucher paid record for each creditor, at one 
operation.
2 Describes how purchase and payment records which may have required three or more opera­
tions can now be handled in one. Remittance 
advice, check and check register written in ne 
operation; discounts calculated and printed 
the same time.
3 A plan for manufacturers, providing complete purchase and payment records with unlimited purchase distribution. Remittance advice, pur­
chase distribution ledger and voucher register 
posted,and controls established in one operation.
4 An unusually economical plan providing a com­plete record of merchandise purchases, includ­ing maturity record, departmental record, 
voucher, unaudited and audited invoice registers, 
check and check register.
5 A simple method of preparing remittance ad­vice, departmental purchase record and register 
of approved invoices—three separate balances— 
in one operation. Check and check register also 
written in one operation.
M A I L  T H I S  C O U P O N
BURROUGHS ADDING MACHINE CO. 
6412 Second Boulevard, Detroit, Michigan
Please send me, without charge or obliga­
tion, folders numbered________________
I am interested also in other folders on the 
subjects checked below.
□  Payroll □  Figure Distribution
□  Stores Records □  Accounts Receivable
□  Billing □  General Accounting
Name_____________________________
Address.
Recent developments in new Burroughs 
machines and new Burroughs features 
offer excellent opportunities for reducing 
accounting costs and—at the same time— 
for speeding up and simplifying all phases 
of accounting.
Accountants have shown themselves so in­
terested in these new developments, that 
Burroughs has prepared a series of folders 
which illustrate and describe various new 
machine applications.
You will probably want several or all of 
the folders on Accounts Payable—as well 
as folders which have been prepared on 
other accounting subjects.
You can obtain the folders in which you 
are interested, by telephoning the local 
Burroughs office, or by mailing the coupon.
Burroughs
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How this training 
meets the needs of the individual
ONE of the interesting features of the course in Accounting offered 
by the International Accountants Society, Inc., is its wide range of 
selectivity, which affords the student specialized instruction.
The chart shows how the student can select more than one-half his 
lessons to cover subjects pertaining to work in which he is most interested.
This elective feature enables the student to progress directly to a 
specific goal. After attaining his goal, he can broaden his knowledge 
by proceeding with the study of the remaining subjects.
Upon request, we will gladly mail our booklet, "How to Learn 
Accounting ” to anyone who is interested in obtaining full 
information regarding I. A. S. training. Address the Inter­
national Accountants Society, Inc., 3411 South Michigan 
Avenue, Chicago, Illinois.
International 
A ccountants S ociety, I nc.
a Division o f the
ALEXANDER HAMILTON INSTITUTE
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Open Minds
By R a l p h  W . E. C o le , C.P.A.
IT WAS once my privilege to hear John Mott say that he had "never know­ingly passed by any open door.” He referred, of course, to the opportuni­
ties which had presented themselves to him. The suggestion set my thoughts 
whirling, for the opportunities which are open, have been and will be so many, 
that we, though trained to observe, see but a few. It is not my purpose now, 
however, to talk along the line of opportunities, but rather upon the use to 
which we put them.
In every gathering of men, representative of businesses, of the professions, 
all classes, we observe a grouping. Gathering of kindred interests, discussion 
groups where speakers vie with one another in their desire to express their 
opinion. This is true of all groups and during years of observation of ac­
countants, it seems to be especially emphasized in their case.
The student in his preparation for his life work as an accountant studies the 
philosophy of ethics, invades the field of logic, and receives, generally, instruc­
tion which is intended to develop an already fine mind to a high degree of 
perception and understanding.
But listen in on one of the discussion groups, and find each accountant highly 
opinionated. Six different solutions, and each one the only right one!
Accountancy has made tremendous strides in the past twenty-five years. The 
literature of the profession has been bountifully enriched during that period. 
The demands upon our profession have grown at such a tremendous rate, that 
I am daring to suggest this question: "Are we keeping up with its opportuni­
ties?”
In this country, and all the world in fact, everybody is participating in a new 
deal. We are facing strange problems which require solution. It may be that 
experience plus theory is still the teacher, but certainly the requirements of
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present conditions will not be met by men with closed minds, with opinions 
fixed, immutable, unchangeable.
No, to serve best, we must have open minds, and be both willing and able 
to adapt ourselves to the methods which the new necessities demand. Courage 
of optimistic youth, faith in ourselves, faith in our fellow man, faith in our 
own profession are some needed essentials.
By faith is not meant a substitute for, but rather an incentive to, work. 
Trusting the world to progress by the quiet process of change of mind, a growth 
of ideas from small, narrow and provincial, to broad, liberal, and definitely 
progressive.
A willingness to share our knowledge and the aptitude to adapt our present 
thought to new needs is one of our responsibilities as professional men. We 
may talk about machine production and the limitations imposed upon man- 
labor due to the economies of scientific processes but, after all, it is man who 
must carry on. It is man who must initiate the changes which will bring us 
out of our present dilemma. Not a man, but all men; not the man whose ego 
fills all his needs, but those men who are filled with a high resolve, an intense 
purpose to devote their talents to the service of their fellow citizens. These men 
will be on the alert, eyes, minds, and hearts wide open to observe and to receive 
the needed inspiration.
May the accountancy profession be both positive and tolerant in this effort.
N O T E S
Just too late for insertion in this issue with­
out a complete rearrangement, the President 
announces the appointment of a Conference 
Committee of The American Society in answer 
to the request of the New York State Society 
of Certified Public Accountants. The letter of 
announcement will appear next month.
This office has had many inquiries in recent 
weeks with reference to several widespread 
announcements seeking to enlist certified public 
accountants in new projects.
Sales and profit chains involving possible 
audits have sprung up galore.
Endeavors have been revived to organize ac­
countants over a wide range of territory for 
the purpose of enabling the group to perform 
an accounting service for far-flung business 
groups.
Solicitations are being made of individual 
accountants to list themselves in various widely 
distributed advertising mediums.
Each of these matters presents problems 
which individual accountants must settle for 
themselves.
All of which emphasizes the necessity of 
furthering the influence of chapter and State 
organizations of certified public accountants.
This necessity is also emphasized by the type 
of accountancy legislation already introduced 
in various legislatures.
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Whither America?*
By Jo h n  T. M a d d e n , C.P.A ., New York City
T H E  members of this association come into 
  daily contact with all classes and conditions 
of society. You know, perhaps, more ac­
curately than most business men, the thoughts 
and emotions of our citizens. You would tell 
me, I am sure, that our people are now in a 
greater state of confusion, socially, politically, 
and economically than at any other time since 
the depression began. It is true that other 
crises in our history have been both long and 
severe, but they were by no means as complex 
as our present depression. For one thing, our 
population has centered in larger communities 
and, as a result, the machinery of our eco­
nomic life is more easily thrown out of gear.
But Europeans who study our situation at a 
distance are at an utter loss to understand our 
plight. They note that nature has bestowed 
upon us abundant resources, with an intelli­
gent and energetic citizenry, with all the 
requisites of credit, and yet we are unable to 
agree upon a constructive plan. We are not 
confronted with any major external political 
problems; we do not fear for our security, nor 
are we in danger of attack. In fact, we are 
wholly free from alliances or political en­
tanglements. "Why,” they say, "do you suffer 
from fear and lack of confidence as perhaps 
no other nation in the world? Where is that 
American Spirit that has brought you out of 
past difficulties? Where is that talent for or­
ganization in which you formerly led the 
world?” And, if we took an inventory, you 
will agree with me, that all of the good quali­
ties for which we were noted as a nation are 
still with us, steeled and strengthened by the 
depression. We have been drifting while 
other nations have set about more resolutely to 
fight the depression and to bring about re­
covery ; and although they have not and cannot 
completely solve their difficulties without our 
cooperation, we are floundering while they 
have a plan and policy in most instances. Our 
Government has not had any definite plan or 
policy in the past, and what the plan for the
* Address before the Life Underwriters’ Asso­
ciation of the City of New York, February 14,
1933.
future is, I frankly do not know.
The one business which, above all others 
has withstood, Gibraltar-like (apologies to the 
Prudential Life Insurance Company), the 
storms and stresses of economic hazards, is 
this business of life insurance. But even this 
business must ultimately suffer from a con­
tinuance of this policy of drifting and vacilla­
tion. We are hearing a great deal in these 
days about the plight of debtors, but we must 
not overlook the fact that the millions of 
policyholders in our life insurance companies 
constitute a most important part of our credi­
tor class. These policyholders will be among 
the first to feel the effects of any readjustment 
of debtor-creditor relationships. It is im­
portant that you who act in a dual capacity, as 
servants of your clients and representatives of 
your companies, shall address yourselves to a 
careful consideration of our economic prob­
lems to the end that you shall serve your na­
tion as well as you serve your clients and your 
companies in promoting sound ideas.
We have many problems to settle, but the 
one which I place in the forefront, and upon 
the solution of which depends many others is 
this: Shall we adopt some method of inflation 
or shall we endeavor to increase, gradually, the 
price level? There can be no return of pros­
perity, no resumption of normal economic re­
lationships, no abatement of fear, or no return 
of confidence until this issue is determined. 
There are two ways out: either we shall elect 
to adopt a policy of rapid inflation, and this, 
I fear, seems to be most in favor at the mo­
ment if the vociferousness of its advocates is 
an indication of their numbers; or we shall 
elect to readjust our economic structure to the 
existing level of the purchasing power of the 
dollar and start business anew on the old- 
fashioned, solid, and substantial basis which 
will result in an orderly prosperity with its 
usual accompaniment of equally orderly price- 
adjustments. These are obviously contradictory 
programs, and the hesitancy of prudent busi­
ness men is due, to a considerable degree, to 
the uncertainty of the final verdict. If the 
venturesome business man declines to accept
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the ordinary hazards of his calling, we cannot 
expect that bankers will be encouraged to lend 
as freely as they otherwise would, since they 
are custodians of the depositors’ funds as well 
as dispensers of credit. They must, perforce, 
be even more hesitant than the business man, 
and keep themselves in a position to meet all 
emergencies, both those which actually 
threaten as well as those which are potentially 
present. The contagion of fear spreads like a 
pestilence, permeating the entire social and 
economic body. Apparently the hoarding of 
currency and gold has begun again—a process 
which ultimately does no good to those who 
engage in it, but which actually injures their 
neighbors.
If inflation is to be inaugurated, we must 
expect a sharp rise in the prices of commodi­
ties and securities. The cost of money will 
likewise rise, wages will increase, although not 
in proportion to prices, and in due course we 
arrive at the stage of speculation such as we 
witnessed in 1928-29. Inflation promises 
quick recovery, an increase in prices and wages 
and an increase in profits. But this increase is 
not healthy—it is like a fever. It brings in 
its train an unjust distribution of wealth; it 
breaks the backs of middle-class folks, and its 
consequences always are a spirit of dissatis­
faction and defeat, if not actual revolt. In a 
recent address, which some of you may have 
read, I discussed some of the principal pro­
posals made by the advocates of inflation, and 
their effects. What is inflation? And why do 
I urge its avoidance?
The word "inflation” is used today much 
as the word "prohibition” has been used—it 
connotes different ideas to different people. 
Some think of prohibition as a "bone-dry” 
state; others think of it as a dripping wet 
state. Likewise, relatively few actually know 
what inflation means or how it can be brought 
about. Perhaps the majority of our citizens 
believe that inflation constitutes an increase 
in the volume of credit or of currency out­
standing. Let us analyze this problem. An 
increase in the volume of currency in this coun­
try can only take place when business is im­
proving, except during a period of hoarding 
such as is now going on. In fact, we now have 
in circulation more currency by one billion 
dollars than we had in the most prosperous 
period of 1928-29. Are we suffering from in­
flation? Let us assume that Congress did au­
thorize the issue of, say two billions, more in 
currency notes. Would these notes remain in 
circulation? They would not. On the con­
trary, they would flow back to the banks, 
thence to the reserve banks where they would 
tend to increase the volume of surplus bal­
ances of the reserve banks. If inflation is to 
take place, it can only come through an in­
crease in the volume and velocity of credit. 
But we have had a substantial increase in the 
volume of credit because the holdings of Gov­
ernment securities by the reserve banks are 
larger at present by 1,500 millions of dollars 
than in 1930, while the deposits of reporting 
member banks have increased by 600 million 
dollars. Meanwhile, interest rates on short­
term loans, such as treasury bills, have reached 
a low point unprecedented in our financial 
history. Are we suffering from inflation?
Inflation, to take effect, means a flight from 
currency to commodities, equities, or securities. 
It means that condition of mind, that process, 
that psychology, if you will, which induces 
people to withdraw their funds from savings 
banks and banks of deposit, to borrow on their 
life-insurance policies, and to use the funds 
for the purchase of commodities, securities or 
equities in the hope or in the belief that these 
will show a rapid rise which will be profitable 
to the purchasers. But some may say, "We 
have seen inflation, both here and abroad, 
which did not produce the economic ruin of 
the nation.” Let us consider this statement: 
The inflation in other countries, as well as 
here, during 1917 and again in 1927, started 
gradually. People did not generally talk of 
inflation until we had reached the peak of the 
movement. But we are talking of inflation 
now at the bottom of a depression, and most 
everybody is anxious either to preserve his 
capital resources or to make profits if inflation 
should set in.
If Congress shall give any indication of 
adopting inflationary measures, what are the 
consequences likely to follow? It may lead to 
runs on banks by depositors in order to con­
vert their deposits into gold. It may lead to 
similar withdrawals from savings banks and 
insurance companies. If inflationary measures 
are likely to be adopted, why should one keep 
his money in a bank or invest in life insur­
ance ? On the contrary, one would be inclined 
to convert his holdings into cash, and buy 
securities, commodities, or equities. Let us
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frankly face the issue and note the conse­
quences. Throughout the United States at the 
present time, our citizens are debating the 
subject of inflation from every angle. Do they 
realize not only the potential dangers of in­
flation but the actual menace to our banking 
structure and our life-insurance companies? 
The mirage of inflation is a most alluring one, 
but the mirage disappears, as it always does, 
and leaves the wanderer in the desert worse 
than he was before. But what about the dis­
tress of debtors? Fortunately, there are other 
means of mitigating some of their distress, 
but let us not do it at the expense of all credi­
tors and even of the debtors themselves. For 
many are both debtors and creditors. Let us 
not forget that depositors in banks and policy­
holders in life-insurance companies are also 
creditors.
One of the great faults of our people is im­
patience. "We want what we want when we 
want it,” to quote from the old song. Another 
fault, which comes from our contact with 
machinery, is the faith that we place in gadgets 
and mechanisms. I may say here that one of 
the worst pieces of legislation that we have 
had out of an unintelligent Congress was the 
requirement that the names of borrowers from 
the Reconstruction Finance Corporation be 
published. It is quite proper for Congress to 
examine fully into the loans made, and to be 
informed as to the work being done, but this 
should be done in executive session, and 
nothing published for the present, if every­
thing is being handled properly. It is ob­
vious that a depositor, noting that his bank 
has borrowed from the Reconstruction Finance 
Corporation, would become nervous and with­
draw his funds. Publication in future will 
result only in further hoarding and bank 
failures, and while these continue, confidence 
cannot return. Publication of the borrowings 
from the Reconstruction Finance Corporation 
defeated one of the purposes for which the 
corporation was organized, namely, to help 
financial institutions and prevent bank failures.
Would an increase of from one to two bil­
lion dollars in loans by the Reconstruction 
Finance Corporation mean inflation? In my 
judgment the answer is "no.” It would merely 
mean the substitution of Government bonds 
in the open market for corporate and State 
bonds that would otherwise be floated. In 
other words, instead of business financing it­
self directly through the issue of securities, 
the Government would, for a short time, be 
called upon to finance business. Let me add, 
parenthetically, while on the subject of bank­
ing, my own conviction is that in spite of what 
has been said to the contrary, and in spite of 
the good work done in the past by unit banks, 
this form must give way, in great measure, to 
branch banking, because the latter is the best 
type suitable to our modern system of econ­
omy. Although we lead the world in produc­
tion, in transportation and communication, as 
well as in other fields of economic life, we 
are still many years behind the civilized na­
tions of Western Europe in banking organiza­
tion. We must have at least State-wide branch- 
banking in order to strengthen and place our 
banking structure on a solid basis.
Let us agree, then, that inflation is not the 
way out. How can we stop this process of 
liquidation and resume orderly production and 
consumption ? The first prerequisite is restora­
tion of confidence. We are not confronted 
with a shortage of commodities, nor with a 
shortage of labor, nor with a dearth of bank­
ing and credit resources. But we are stunned; 
we have not fully recovered from the effects 
of the crash which took place before our very 
eyes. Conditions have changed radically, and 
if we are to build for the future, we must 
cease looking back to 1928-29, but look for­
ward. We must know definitely where we 
stand. If Congress would firmly express its 
opposition to inflation; if it would set about 
resolutely to reduce Governmental expendi­
tures instead of wasting time and money; if a 
coalition pledged itself to work along sound 
lines, these measures would aid mightily in a 
return of that confidence which stimulates 
business men to venture. This implies that 
the Government will lend whatever assistance 
is necessary through the Reconstruction Fi­
nance Corporation. As I have already stated, 
an additional appropriation of from one to 
two billions would have no adverse effect pro­
vided the funds will be used to restore finan­
cial confidence. Temporarily, of course, the 
Government will have gone into business, but 
with the return to prosperity, the ultimate loss, 
if any, will be a small insurance premium paid 
for a more universal happiness. It is far better 
to advance funds for the protection of banks 
and the orderly resumption of business than it 
is to pay out doles. No one knows, even with
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relative accuracy, the number of our unem­
ployed. We should at once inaugurate meas­
ures to determine the number of unemployed 
and the industries which suffer most from this 
modern economic scourge. At any rate, we 
would then have factual data upon which to 
base division of employment or other reme­
dies.
I have said recently, upon another occasion, 
that we must settle the debts with the formerly 
allied and associated powers. All the leading 
statesmen of Great Britain have confirmed the 
statement that Great Britain cannot return to 
the gold standard so longs as the debt is un­
settled. The forthcoming negotiations with 
Great Britain are important because, until we 
have cured the evil of fluctuating currencies, 
there will always be more or less clamor for 
inflation or tinkering with the currency in 
order to overcome the competition of countries 
which enjoy temporarily the benefits of cur­
rency depreciation.
It is simply common sense to settle with 
your debtors when they cannot pay. You will 
thereby receive something and, at the same 
time, retain a customer. Extension of war 
credits in the future is another matter which 
we will know how to deal with in a more 
satisfactory manner after this experience.
Closely connected with the question of debts 
is the tariff problem. The wave of economic 
nationalism, which started in the United States 
and which spread throughout the world, is 
similar in its psychology to other movements 
in world history. During the Middle Ages the 
religious fervor of Europe produced the Cru­
sades. The American Revolution started a 
movement for democracy which finally es­
tablished its tenets in most of the leading na­
tions by 1848. The second half of the nine­
teenth century witnessed the wave of liberal­
ism and the adoption of the policy of laissez 
faire. Laissez faire is dead. The present spirit 
o f economic nationalism under which all na­
tions desire to be self-sufficient and independ­
ent of their neighbors, is an afterglow of the 
nationalistic spirit inflamed and fed during the 
war. It, too, must pass away in a world made 
smaller by science and invention. Tariffs can­
not wholly be abandoned, nor can we have 
world-free trade, but we must return to condi­
tions upon which nations may trade success­
fully with each other to reciprocal advantage.
If we are convinced that the path of in­
flation is not the road to follow, where is the 
way? There is but one answer. We must 
stabilize on the present level, work out the 
remaining adjustments and build slowly and 
gradually. The path is a thorny one to con­
template in comparison with the rosy and al­
luring attractions of inflation. But many of 
the adjustments have been completed or are 
in process of completion. Wages and salaries, 
for the most part, have been adjusted. A con­
spicuous exception are railway wages, which 
cannot permanently remain out of line. Over­
head expenses have been reduced. We have 
had a change of heart, and we are cultivating 
the good will and favor of the goddess of sane 
living—economy. Two factors of major im­
portance remain to be adjusted, namely, the 
cost of Government and the cost of money.
I shall not tarry to discuss the question of 
Governmental expenditures, national, State 
and municipal. We all know that substantial 
reductions are essential. But the other factor, 
which is perhaps of greater moment, is the 
reduction in the cost of money, particularly 
long-term capital, and here we do find signs 
of a definite trend toward readjustment to the 
existing level. Some mortgage lenders have 
temporarily suspended foreclosures on farm 
mortgages, in some cases, involuntarily. Other 
mortgage lenders have followed the example 
set in the case of agricultural adjustments. 
The savings banks are gradually falling into 
line and reducing their dividends to a level 
more commensurate with actual conditions. 
Some are even reducing interest rates on their 
mortgage loans. Reduction of interest rates 
has been proposed on guaranteed mortgages. 
If this movement shall be accelerated, it will 
extend to every kind of long-term contract and 
will prove a highly desirable plan for lifting 
some of the burden of debt, anxiety, and un­
certainty which now everywhere restrains 
enterprise.
In a recent address, I referred to the sanctity 
of money contracts in our economic system, 
and one of my correspondents took me to 
task and said that banks had due regard to 
the sanctity of contracts where the benefit ac­
crued to them, but did not take the same view 
when conditions were reversed. But an agree­
ment freely entered into between the two 
parties cannot be objected to on any grounds. 
As a matter of fact, the readjustment of in­
terest rates is not a new thing, and it has been
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carried out in other countries. On the continent 
of Europe rates of interest have been cut down 
by law to a uniform level, and all interest 
charges over six per cent have been reduced 
to this level. In other countries a reduction 
in the cost of capital has been effected through 
currency depreciation. The pound sterling has 
depreciated about thirty per cent, and if the 
pound should be stabilized ultimately at this 
figure, the result is an actual reduction in in­
terest rates measured in the purchasing power 
of the currency by approximately the same 
amount.
I realize the importance of this develop­
ment. Admittedly it is a financial expedient, 
but never at any time in the world’s history 
have the leading financial nations of the world 
been compelled to resort to the devices with 
which we are now familiar. I expect that many 
will violently disagree with me in urging a 
readjustment of interest rates. I do not believe 
in State socialism, nor in treating a contract as 
a scrap of paper. But these are times when 
everyone must make whatever sacrifice shall 
be necessary to correct our economic disloca­
tion. But, before my critics condemn me out 
of hand for what may appear to be a radical 
proposal, let us analyze the facts. The pro­
posal, in effect, is a return to pre-war condi­
tions. Some of you will remember that a three- 
per-cent rate on Government securities was 
considered a highly satisfactory yield before 
the war. Rates of interest over five per cent 
on corporate bonds or on first mortgages were 
considered unusual, and were generally associ­
ated with speculative issues. Today the pur­
chasing power of the dollar is the same as it 
was before the war. Interest rates for long­
term borrowing are still maintained at levels 
which were appropriate enough during a 
period of inflation such as we experienced 
after the war. The rates of interest which 
prevailed in that period are not warranted 
under present economic conditions with the 
existing purchasing power of the dollar.
If we analyze the three economic problems 
which have the foreground at the moment, 
namely, the agricultural situation, the real 
estate problem, and the conditions of our rail­
roads, we shall find that in each case, the rates 
actually paid for borrowed capital are impor­
tant factors. I am convinced that any lasting 
solution of the farm problem must bring in
its train a reduction of the rate of interest on 
farm mortgages. The real estate situation can­
not be solved without some consideration of 
interest rates. The conditions surrounding 
urban real estate are no better. By the time 
that bonuses, fees, and charges are paid, the 
rate of interest has risen out of all proportion. 
The system of Federal Home Loan Banks that 
was inaugurated failed to meet the needs of 
the situation. Those who were responsible for 
the defeat of a sound plan for a central bank, 
for urban mortgages, can answer to the thou­
sands of home owners who have lost their 
little properties because these home owners 
had no access to lending institutions organized 
for their needs.
Calvin Coolidge, whom Judge Gary once 
characterized as "the evangelist in the White 
House,” and who was associated with a great 
life-insurance company, urged us to be as 
radical as science and as conservative as the 
multiplication table. Sound advice. I have 
dwelt at length upon interest rates for long­
term funds because I regard the matter as an 
important factor in the situation if we are to 
build upon present levels and eschew inflation 
of any kind. The point I am making is, that 
confidence will be restored when business 
men, bankers, and industrialists know what 
level we are to start from when the tide turns.
In urging a reduction of long-term interest 
rates, I do not overlook that the lender must 
take into consideration, in fixing his rate, the 
intervening fluctuations in the rates during the 
term and the element of risk which he under­
takes. There will be no incentive to loan if 
the factor of risk is to be overlooked. But I 
do urge lenders to reappraise this factor in 
the light of present conditions, and with an 
eye to the beneficial results which will flow 
from a reduction in fixed charges during these 
times.
Finally, the suffering and misery, universal 
throughout the world during the last eighteen 
years, are the result of the events from 1914 
to 1918. The ravages of modern warfare ex­
tend beyond the belligerents and beyond the 
duration of the conflict. In our international 
relations we should never have before us the 
tremendous cost of misunderstanding and nar­
row nationalism. We must endeavor to under-
( Continued on page 137)
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What a Banker Expects to Find in An 
Auditor’s Statement*
B y V. K. B o w m a n , Assistant Cashi er, Federal Reserve Bank of Atlanta
I T has been suggested that I make a few brief 
remarks on the subject "What a Banker 
Expects to Find In An Auditor’s Statement,” 
reference being made as to the set-up of the 
component parts and the qualifications in­
cluded in the certification.
No attempt will be made to go into minute 
details on this subject, but it is hoped that a 
brief discussion of the major items, which in 
many instances are not clearly defined or seg­
regated, will impress you sufficiently so that 
you will find it advisable to include them in 
your reports.
In considering the relationship between you 
and your employer, we realize the audit is 
made for one or two purposes, sometimes 
both. Your customer desires the data prepared 
for his own benefit, so he may have an out­
sider’s viewpoint and a check of his apparent 
condition, or he desires the results of your 
work to be used as a basis to obtain bank 
loans. We are, of course, particularly inter­
ested in this last contingency, and the reports 
you make should reveal the facts as they 
really are and not as they may appear to be 
upon a more or less superficial examination. 
Th is last comment particularly refers to the 
so-called balance-sheet audit, which we find 
ofttimes to be only a general checking over 
and not a checking up of the books of your 
customer. This kind of a balance sheet, al­
though the assets and liabilities may check 
perfectly with your customer’s books, ofttimes 
is of no value to a banker as a basis on which 
credit may be extended, and it is quite pos­
sible that credit extensions made on such an 
audit may be the occasion of a loss in the 
future.
If your contract calls only for such a bal­
ance-sheet audit, this is a fact that the certifi­
cate should certify to, and it is suggested that 
a clear statement of the fact be placed at the 
beginning of the certification and not at the 
end.
*Address before Tennessee Society of Certified 
Public Accountants.
Accountants say, and quite properly, too, 
that there are varying degrees of audit, work­
ing down from the complete general audit to 
mere investigations. This same difference in 
the scope of audit they make places them 
under a most emphatic and direct responsibil­
ity to make most plain the limitations of the 
audit in their certificate.
I am sure you are all familiar with the 
pamphlet— "Verification of Financial State­
ments,” prepared by the American Institute 
of Accountants and published by the Federal 
Reserve Board—in which is contained a very 
complete exposition of the various necessary 
safeguards and cross-checks desirable in the 
preparation of an audit. We will briefly men­
tion a few which come to our attention many 
times in our analysis work, and due to insuf­
ficient explanation or improper consolidations, 
require further correspondence and checking.
1. Notes receivable—including installment 
sales notes—maturing later than one year from 
date of statement—should appear separately 
on the balance sheet.
2. Notes due from officers, stockholders, 
and employees should appear as a separate 
item, as should other receivables covering 
transactions outside the ordinary business of 
the concern.
3. Notes of affiliated concerns should ap­
pear as a separate item, and unless the current 
assets of the debtor company shows an ample 
margin over its liabilities including such notes, 
they should be shown as deferred or other 
assets.
4. Accounts receivable of the same char­
acter as described above, should receive the 
same treatment.
5. Under securities, only those listed and 
having a current market at easily determined 
prices, should be considered current. Those 
representing your customer’s investment in 
affiliates—whether actual control or working 
control is held—should be scheduled as per­
manent investments and not as a current asset.
6. Holdings of their own stock issues—even 
if temporary—should be clearly described if
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same are considered an asset of your customer 
and are not deducted from outstanding capital 
stock.
7. A clear statement as to the inventory 
valuation should be shown, as to whether it is 
cost, present market or the lower of the two; 
(steps should be taken to see if a material 
amount of obsolete stock is included in the 
inventory, and if so, a proper reserve should 
be set up) sources from which inventory totals 
were obtained, should be stated, and the limi­
tations of verification clearly shown by the 
auditor.
8 . Real estate and improvements should be 
carefully considered, and depreciation reserves 
determined as to their adequacy. If, in your 
opinion, they are not sufficient, they should be 
referred to in your certificate. If plant is on 
leased property, the fact should be clearly 
stated, and also any unusual requirements con­
tained in the lease should be noted in your 
certification.
9 . If the property valuation is stated on 
the basis of an appraisal at a given date, this 
fact should be mentioned in the balance sheet.
10 . Should the company have large pur­
chase commitments for future deliveries, their 
contracts should be examined. This is particu­
larly important at this time of very low prices 
for the banker.
1 1 . In contingent liabilities should be 
shown the endorsements of any unrelated com­
mercial paper, and if the company is protected 
through collaterals of any kind.
1 2 . The liability on discounted notes re­
ceivable should be clearly shown, and any 
necessary comment made regarding reserves 
set up to cover the usual or normal amount 
of mortality.
13. In the liability of mortgage on bonded 
debt, sinking fund requirements should be 
stated, also any defaults must be mentioned. 
If the mortgage indenture requires any certain 
ratios of assets to liabilities to be maintained, 
they should be clearly indicated.
14. Serial maturity dates of such mortgage 
or bonded debt should be shown on the bal­
ance sheet.
15. The auditor should show each kind of 
capital stock issued as a separate entry—in­
dicating amount authorized, issued, and out­
standing.
16 . The surplus account should be treated 
in the same manner, showing: capital or paid- 
in surplus; surplus arising from revaluation
reconcilement of surplus. It is incumbent on 
the auditor to detail the items making up these 
statements, as many arbitrary entries, ex­
traneous to the manufacturing or selling end 
of the business, frequently are made by the 
concern, which materially affect the ratios of 
the balance sheet unless a full descriptive profit 
and loss, and surplus statement is made, the 
banker cannot determine these arbitrary 
changes in valuations.
As the better bank credit men endeavor to 
assist their customers through constructive 
criticism of the conduct of the business enter­
prises, which suggestions, nine times out of 
ten, can only come through a perusal of the 
profit-and-loss statement, let me again reiterate 
that these two exhibits should be clear and 
concise, so only one interpretation can be 
made. As progress is the yardstick with which 
ability is measured, your exhibits in this in­
stance will permit the real facts to be made 
known, as it is only through the thorough 
analysis of the balance sheet, the profit-and- 
loss statement and reconcilement of surplus 
that a complete picture of the concern can be 
obtained.
We fully realize you depend on the good 
will of your customers for your livelihood, and 
contracts are made for a specified amount of 
audit work. We want to remind you, though, 
that the results of your audits are more far 
reaching than to the concern itself, as the 
bank is dealing in the lifeblood of the com­
munity, and depending upon you to give them, 
not an acceptable, but a true picture of the 
condition of your customer. To the extent 
your audit shows the true condition, and to 
the extent your exhibits may be properly in­
terpreted, just to that extent are you meeting 
your full responsibility to your customer and 
your fellow men.
W hither America?
( Continued from  page 135) 
stand our neighbors and their aspirations while 
promoting a better understanding among 
them of our own. "And who is my neigh­
bor?” was the question asked many years ago. 
We all know where to find the answer, and 
it applies both in our national as well as in 
our international relations.
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Carrying Charges, and the Federal 
Income Tax
By H. F. T a g g a r t , C.P.A ., Ann Arbor, Michigan
I N the Revenue Act of 1932, Congress has 
  dealt with a problem which, under prior 
acts, has been the basis for a considerable 
number of rulings and disputes, both between 
taxpayers and the Treasury Department, and 
among the taxing authorities themselves, rep­
resented by the Commissioner of Internal Rev­
enue, the Board of Tax Appeals, and the 
Federal courts. This problem is that of carry­
ing charges which, according to the Solicitor  
of Internal Revenue, include "interest, taxes, 
and similar items paid on account of unpro­
ductive property.” Since property is just now 
about as unproductive as at any recent time, 
and since carrying charges have not noticeably 
been eliminated, it seems worth while to find 
out what can and what can not be done about 
them.
The problem is a familiar one, both from 
the standpoint of income taxation and from 
that of accounting theory. Should carrying 
charges be charged against income (or as a 
reduction of capital if there is no income), or 
should they be capitalized and added to the 
book value of the property on account of 
which they have been paid? Although there 
are arguments against the capitalization of 
such charges, sufficient accounting authority 
can be found to support this method of treat­
ment. To such capitalization there are two 
limitations in practice. One is set by the 
" conservative” theory that where income exists 
against which such charges might be made, 
they should be deducted from income. This 
argument is based on the proposition that 
carrying charges are a dubious addition to asset 
values at best, and if it is possible to get rid 
of them, they should be eliminated from the 
balance sheet. From the income-tax angle, too, 
it is often argued that a deduction in hand is 
worth two in the bush, or, in other words, it 
is better to take a deduction currently, if pos­
sible, than to postpone it by adding it to the 
cost which is to be recovered on disposition of 
the property. Although this contention may 
ordinarily be valid, circumstances do arise, 
especially in the case of the individual tax­
payer, in which it is more profitable to capi­
talize than to deduct. Another limit to capi­
talization is set by a consideration of reasonable 
asset value. If further capitalization of carry­
ing charges is going to increase stated values 
of assets beyond a reasonable figure, then 
carrying charges must be deducted from in­
come, or, in the absence of income, from 
capital.
Until the 1932 act, the law has never dealt 
specifically with carrying charges. Prior to the 
1924 act the Treasury Department, with two 
exceptions, repeatedly ruled that carrying 
charges might not be capitalized. One ex­
ception was in the case of timber properties. 
Since the 1918 act, the regulations have con­
tained a provision permitting owners of "tim­
ber property held for future operation” to 
capitalize "all expenditures for administration, 
protection, and other carrying charges prior 
to production on a normal basis.” In the case 
of the H.M.O. Lumber Co. (D. C. Mich., 
1930), however, the Federal court denied 
the validity of this regulation in so far as 
ordinary expense and taxes are concerned. 
Following this case, the Commissioner re­
scinded this provision.
The other exception to the Commissioner’s 
adamant refusal to permit the capitalization 
of carrying charges, prior to the passage of 
the 1924 act, is found in O.D. 398, which 
reads as follows: "Where a corporation en­
gaged in buying and selling real estate pur­
chases a piece of property and holds it for a 
profit, the interest, taxes, and ordinary repairs 
incident to the property represent charges for 
the year in which paid” . . .  or incurred. 
"Such charges are not capital expenditures if 
the corporation has any income from which to 
deduct them, and they should not be added to 
the cost of the property in determining the 
amount of gain or loss arising from its sale 
except to the extent that the corporation has 
no gross income from any source against which 
to deduct such expenditures for the taxable 
year in which they were made.” (Italics sup­
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plied.) Although this exception appeared to 
grant the permissibility of capitalizing carry­
ing charges when no income existed against 
which they might be charged, the ruling was 
apparently completely ignored in subsequent 
cases.
Similarly, the courts and the Board of Tax 
Appeals have been consistent in their refusal 
to countenance the capitalization of carrying 
charges. Not even the new clauses in the 1924 
act, which caused the Commissioner to alter 
his stand, sufficed to influence them.
The 1924 act, for the first time, contained 
the well-known provision to the effect that "in 
computing the amount of gain or loss . . . 
proper adjustment” to the basis "shall be made 
for any expenditure, receipt, loss, or other 
item, properly chargeable to capital account 
. . .” This provision was reenacted in 1926 
and 1928, and was made by the Commissioner 
the basis for the regulation to the effect that 
such "expenditure” might include "carrying 
charges, such as taxes on unproductive prop­
erty.”
This regulation might have settled the mat­
ter if the courts and the Board had not con­
cluded that the Commissioner’s interpretation 
of the law was faulty. The reasoning on 
which the court and Board decisions were 
based is best set forth in Westerfield v. Raf­
ferty (4 F. (2nd) 590), a case which arose 
under the 1921 act. Here the taxpayer at­
tempted to deduct interest and taxes paid in 
prior years on property sold in 1921, in order 
to obtain the amount of gain or loss on the 
sale. In denying the taxpayer’s right to do 
this, the court took occasion to "consider what 
these taxes were and what this interest was.”
While admitting that business men might, 
and probably do, take such "carrying charges” 
into consideration in determining selling 
prices, the court denied that they could be 
taken into consideration when determining a 
profit or a loss for income-tax purposes. 
"Taxes and interest, when properly defined,” 
argued the court, "do not really represent any­
thing paid into the capital investment, and it 
is a misnomer to call them 'carrying charges.’ ” 
The taxpayer presumably receives benefits, in 
the form of security, protection, etc., far in 
excess of the amount paid in taxes. "The only 
part that the property played . . . was to fix 
the basis on which to compute that portion of 
the general expense that” the plaintiff "owed
to the city and State.” Similarly, interest was 
paid by the plaintiff in this case "not to 
carry’ the property but to get someone else to 
carry it.” She received the services of capital 
which belonged to someone else, for which 
services she paid in the form of interest, rather 
than using her own capital and carrying the 
property herself. In other words, for both 
taxes and interest the plaintiff had value re­
ceived. She paid them not to carry the prop­
erty, but because she received a quid pro quo, 
from the community, for taxes, and from 
some capitalist, for the interest. Neither taxes 
nor interest affect the value of the property in 
any way. Since this is true, a special enact­
ment by Congress would be required to en­
able a taxpayer to add such charges to the 
property’s cost. Since Congress had taken no 
such action, the plaintiff must fail in her con­
tention.
It was upon this reasoning that the Board 
of Tax Appeals relied in the case of the 
Central Real Estate Co., (17 B.T.A. 776), 
the case which finally resulted in eliminating 
the Commissioner’s new regulations as to 
carrying charges after the 1924 act. Just why, 
in view of the regulations, the Commissioner 
denied the petitioner the right to capitalize 
carrying charges is a mystery, but deny it he 
did, and the taxpayer took the case to the 
Board. The Board upheld the Commissioner, 
quoted with approval from Westerfield v. 
Rafferty, and asserted that the wording of the 
1924 and subsequent acts was not changed 
sufficiently from prior acts to justify the Com­
missioner’s altered regulations.
Upon appeal by the taxpayer, in which 
counsel for the National Association of Real 
Estate Boards appeared as amicus curiae, the 
Circuit Court upheld the Board and denied 
the petition. (Central Real Estate Co. v. Com­
missioner, 47 F (2d) 356.) The provision 
of the 1924 act under which the taxpayer 
sought to capitalize carrying charges is, accord­
ing to the court, "unambiguous, and does not 
require extraneous aids to its interpretation. 
The provision permitting proper adjustment 
to be made for any expenditure or item of 
loss, properly chargeable to capital account, 
clearly means such items as add to the value o f 
the property. It would be impracticable for 
Congress to enumerate in detail what those 
items might be, but taxes and interest do not 
fall into that class, and no difficulty presents
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itself in dealing with them specifically. All 
the revenue acts have specifically provided for 
the deduction of taxes and interest from gross 
income annually while dealing generally with 
other items of expense. If Congress had in­
tended to give the taxpayer the privilege of 
adding taxes and interest to cost, it would have 
been very easy to have said so. As the act does 
not so provide, the conclusion is inescapable 
that Congress did not so intend.”
As a result of this case, the Commissioner 
amended the regulations, abrogating the right 
to capitalize carrying charges after August 6, 
1931, the date of the amendment. (T. D. 
4321, C. B. X-2, 169.) Before considering 
the change brought about by the 1932 act, it 
is well to note precisely how a taxpayer may 
be injured by inability to add carrying charges 
to the cost of his property. A most excellent 
example is presented by the case of 379 Madi­
son Ave., Inc. (23 B.T.A. 29). This corpora­
tion was organized in 1922 to improve and 
operate a leasehold property in New York. 
A building was begun in this year but not 
completed until 1923. During 1922 the com­
pany paid and charged to capital account 
nearly $38,000 of ground rent, interest, and 
taxes. In its tax return, prepared as of De­
cember 31, 1922, it showed a small operating 
loss, since no income-producing business had 
been carried on. Involved in the appeal to 
the Board was the disposition of these items, 
as well as other matters of no concern here. 
Since the 1921 act governed the case, the com­
pany was not disposed to contest the Com­
missioner’s and the Board’s ruling that these 
amounts could not be capitalized. The com­
pany did contend, however, that the net loss 
for 1922, thus increased to more than $38,000, 
should be permitted to be carried forward for 
deduction from the income of the next two 
years, in accordance with section 204 of the 
Revenue Act of 1921. The Board ruled, how­
ever, that this loss did not result "from the 
operation of any trade or business regularly 
carried on by the taxpayer,” as stipulated in 
this section, and therefore that it could not 
be carried forward. The company, the Board 
argued, was in 1922 merely preparing to do 
business. Thus the company completely lost 
any benefit, for income-tax purposes, of the 
payment of a considerable amount of money.
Almost any developmental enterprise, or­
ganized to operate a real estate subdivision, a
mine, a timber property, or many another 
business, might suffer similarly. Even if per­
mitted to carry forward its losses as being 
from operation, little or no relief would be 
experienced if the developmental period were 
lengthy, since the carrying forward is limited 
to one year. In view of the outcome of the
H. M. O. Lumber Co. and Central Real Estate 
Co., cases, only action by Congress could af­
ford relief.
This action was taken in the Revenue Act 
of 1932 in the following words: "Proper ad­
justment in respect of the property shall in all 
cases be made for expenditures, receipts, losses, 
or other items, properly chargeable to capital 
account, including taxes and other carrying 
charges on unimproved and unproductive real 
property, but no such adjustment shall be 
made for taxes or other carrying charges for 
which deductions have been taken by the tax­
payer in determining net income for the tax­
able year or prior taxable years.” (Sec. 113 
(b) (1) (A) ). Thus the taxpayer is given 
his choice between capitalizing carrying charges 
and charging them against income, if any. 
The provision is so worded that apparently a 
real estate operator might add carrying charges 
to the cost of a dormant subdivision while 
actively selling and obtaining income from 
another.
That this provision is justified, there can be 
little doubt. Whatever the logical merits of 
the learned arguments in the Westerfield case, 
it remains a fact that the business man looks 
upon interest and taxes as part of the cost of 
owning an unproductive property, and he 
would be thought most shortsighted if he 
failed to include them in his cost when de­
termining final gain or loss. Furthermore, 
from the standpoint of what may be called a 
reasonable theory as to the intent of the Six­
teenth Amendment, such cases as that of 379 
Madison Avenue ought not to be possible. 
Any expenditure made for business purposes 
ought to be recoverable, from the standpoint 
of taxable income, from the business income 
to which the expenditure may reasonably be 
said to be related. It should not be necessary 
either to deduct it from unrelated income, or, 
in the lack of any income, to lose the benefit 
of the expenditure entirely. Against these 
possibilities the new provision guards.
It remains critically to examine the new 
provision to see if it really does cure all the
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evils of the former situation, and if it might 
have been still better. First of all, it is to be 
noted that the term "carrying charges” is not 
defined. Only one item, taxes, is specifically 
mentioned. Presumably explicit interest would 
be similarly treated, even though not spe­
cifically mentioned. But how about other 
items—for example, administrative and office 
expenses of a development company? It was 
once necessary to rule that expenditures for 
advertising with respect to unproductive prop­
erty could not be capitalized as carrying 
charges (I. T. 2284; C. B. V-1, 10), and 
similar questions are bound to arise in the 
future.
Secondly, the provision applies only to real 
property. This is probably natural in view of 
the fact that the National Association of Real 
Estate Boards was a prime mover in persuad­
ing Congress to make the change. Other kinds 
of property, however, are often subject to 
similar charges, and it is hard to see how 
relief given to owners of real estate can be 
denied to owners of stocks of goods, non-yield 
securities, and the like. Once upon a time the 
Committee on Appeals and Review conceded 
that the owner of a stock of liquor in bond 
might add carrying charges to the cost of his 
goods (A. R. R. 140; C. B. 2, 55), but this 
ruling is so ancient that its present appli­
cability is questionable.
Finally, the provision is limited to "unim­
proved” property. It is indeed difficult to jus­
tify such a restriction. One might be led to 
suppose that the ear of Congress was had 
exclusively by the subdividers. Why the 
owner of improved, though unproductive, 
property should not have similar relief it is 
hard to say. And what about such a case as 
that of 379 Madison Avenue? Here the prop­
erty, when taken over by the corporation, was 
presumably "improved” by old buildings 
which had to be torn down to make way for 
the new. It is true here, also, that the corpora­
tion owned no land, but only a leasehold, a 
fact which, although long-term leaseholds 
are in many cases treated as real property, 
might disbar such a taxpayer from the benefit 
of the provision.
It is evident, then, that the provision of 
the 1932 act, with respect to carrying charges, 
although a long step in advance, and doubtless 
most pleasing to subdividers and probably to
developers of extractive properties, falls short 
of being as comprehensive as might have been 
desired. It recognizes the principle that carry­
ing charges may reasonably be added to cost. 
This principle is itself in dispute, as is evi­
denced by the reasoning in the Westerfield 
case, but it has sufficient recognition by ac­
countants and business men to justify Con­
gressional action. There is some evidence, as 
brought out in the case of the Central Real 
Estate Co., that Congress intended to include 
carrying charges among capitalizable costs as 
far back as 1924, but the Courts and the Board 
could not agree with the Commissioner in this 
matter, and the 1932 provision was the result. 
Now owners of "unimproved and unproduc­
tive real property” may capitalize carrying 
charges, at their own option, and possibly in 
the future this privilege will be accorded to 
others.
CAN’T
"Can’t!” "Can’t!” the world is weary of the 
word—
Sounds exactly like the croak of some ill 
omened bird—
Better far to say "I can!” "I can!” But, bet­
ter still,
Let a fellow face the worse and say: "I will!” 
"I will!”
"Can’t!” "Can’t!” "Can’t!” I wish we’d 
never hear again 
That distressing syllable that spoils the plans 
of men,
Steals the courage from their hearts before 
the fight’s begun,
Makes them shirk the struggle that once in, 
they might have won.
"Can’t!” "Can’t!” "Can’t!” Oh, let us drop 
it from our speech.
’Tis a word that puts the goal, success, beyond 
our reach;
Let no thought of failure enter in our faith 
to kill,
Let us can this "can’t” and use the words, "I 
will!” "I will!”
—Selected.
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Corporate Reports to Stockholders*
E. L. K o h l e r , C.P.A ., Chicago, Illinois, Chairman
T HIS section of the afternoon’s session is 
  devoted, as described by our President, to 
a discussion of corporate reports to stockhold­
ers. The character of the session is somewhat 
of an experiment, because it is in the nature 
of a committee report.
Three members of the committee have pre­
pared material for discussion. Mr. Samuel F. 
Racine, of Seattle, has prepared a paper (he is 
not here, but his paper will be read by Mr. 
Sunley), in which he goes into some of the 
features of certain reports of automobile ac­
cessory companies. Mr. Scovill, of Illinois, 
has a paper on certain reports of steel com­
panies, and Mr. Sunley, the third member of 
the committee, will have some remarks to 
make on aviation company reports. At the 
end of the presentation of the remarks by the 
individual members of the committee, I will 
attempt to summarize certain recommenda­
tions that we have seen fit to make to the 
Society, in the way of standards for corporate 
reports.
Perhaps before introducing the first speaker 
it might be well to indicate what we might 
mean by the word "standard.” As we use the 
term in professional accounting, it seems to 
me that it ought to have a particular signifi­
cance, and a significance that can be well un­
derstood. Here is something in the way of 
an attempted definition in order that you may 
get clearly in mind what we recommend later 
on. A standard may be defined as a custom or 
as a practice, the continued observance of 
which yields some advantage. Sometimes 
spoken of are "low” standards that presum­
ably benefit the few at the expense of the 
many, and the term may also refer to individ­
ual habits. But as we are to employ it here, 
the word is given its wider meaning, the im­
plication of obtainable and enforceable prac­
tices, designed for the greatest social good.
There is a great deal of feeling existent at 
the present time, as evidenced by numerous 
publications, that corporate reports to stock­
holders are not all that they should be. Dur­
*Discussion in Round Table on Technical Prob­
lems, Indianapolis Meeting, September 29, 1932.
ing the last two or three years, as the result 
of criticisms raised by such persons as Profes­
sor Ripley, a good many changes have been 
made. One who studies a series of reports in 
the same company will likely find in the aver­
age case that more and more information 
designed to give the intelligent investor 
sounder information has been put in the re­
port year after year. Nevertheless there is still 
a large number of corporate reports that have 
remained unchanged; probably everyone here 
knows of reports in which not even balance 
sheets appear, or which show statements of 
assets and liabilities which could scarcely be 
called balance sheets. Other reports appear 
which are exceedingly difficult to interpret, 
with no precision as to terminology, valua­
tions, and other things which we, as account­
ants, like to see in reports.
Then, too, there is the element that we, as 
accountants, can well consider, concerning 
the relation of the profession toward annual 
reports, namely, to what extent should the ac­
countant be responsible in his certification of 
statements appearing therein?
That question is not as easy to answer as it 
might seem. I thought until not many months 
ago that the answer was quite easy, but I heard 
a prominent member of the profession in a 
recent lecture given at Northwestern Univer­
sity make the statement that in annual reports 
to stockholders the accountant did not have 
by far the same liability as he had in the 
preparation of exhibits appearing in pros­
pectuses. If that is really true the fact ought 
to be recognized and published, for I think it 
would be of very great interest to investors 
who are not able to appreciate that limited 
liability.
In any study of this kind there are only 
certain things, it seems to me, that it is per­
tinent for a committee to go into. There is no 
agency existing at the present time, with one 
exception, for any extensive research into sub­
jects that pertain to accounting. This spring 
an organization known as the Council on Ac­
counting Research was established under the 
auspices of the Association of Accounting In­
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structors, with the idea of devoting suitable 
attention to problems of this type. The or­
ganization thus far has just got under way, and 
it will probably be a year or two before any 
direct results will follow. In the meantime, 
it seems to me quite in point that The Ameri­
can Society of Certified Public Accountants 
should of its own volition attack such prob­
lems as seem to be of general interest to the 
profession as a whole, and I know of no better 
way of sounding out the feeling of members 
on a point like this than to present the views 
of more than one person on the same subject.
I am going to call now on Mr. Scovill to 
present to us his paper on the reports of steel 
companies.
A  St u d y  o f  A n n u a l  R e po r t s  M a d e  b y  Six  
R e p r e s e n t a t iv e  St e e l  Co m p a n ie s  
t o  T h e ir  St o c k h o l d e r s
By H. T. S covill, C.P.A., Illinois
Realizing that the time is rather short, I 
shall not attempt to develop all the ideas I 
have on this subject, but shall try to confine, 
myself to a few principles I wrote down, 
mainly for the use of Mr. Kohler, in creating 
the report of the committee as a whole.
In order to frame constructive comments 
on the structure and contents of corporate 
annual reports with a view to determining 
their adequacy, one must naturally begin with 
a study of the practices now in use. Very likely 
those who have been responsible for framing 
reports in the past have given a great deal of 
time and thought to their general form, ar­
rangement and contents. They have undoubt­
edly made important changes from time to 
time, and have received suggestions from 
stockholders, officials, directors, bankers, and 
accountants. As a result of such suggestions 
many corporate reports at the present time 
probably represent the best composite picture 
that can be drawn for the inspection of the 
varied interests that might like to use the an­
nual report for general information, financial 
guidance or administrative control.
Nevertheless all of us are aware of the fact 
that many things in business are done because 
of precedent. Possibly at the close of the first 
year of a corporation the president or chair­
man of the board of directors is confronted 
with the problem of signing a report to be 
sent to stockholders. The easiest way for a
busy man in such cases is to ask some sub­
ordinate to obtain a copy of a report issued by 
some other company and change the words 
and amounts to fit the business at hand. If it 
were possible to learn of the internal office 
procedure in outlining and preparing reports 
from year to year some interesting conclusions 
might be drawn. Doubtless many reports are 
the result of an evolutionary process directed 
intelligently to meet the requirements which 
seemed to exist, while many others are the 
result of no special attention, but just "grew 
up.”
In studying the reports of the group of six 
steel corporations assigned to me by Chairman 
Kohler, I have come to believe that in a large 
measure they are the result of careful con­
sideration of the main purposes of an annual 
report to stockholders. Probably each of the 
corporations considered did not make an in­
dependent study of the subject. Some very 
likely borrowed ideas from other companies 
in the same line of business.
The reports covered in the study of the steel 
group are those for the years 1930 and 1931 
of the following companies:
Bethlehem Steel Corporation, 26th and 27th 
Annual Reports.
The Youngstown Sheet and Tube Company, 
31st and 32nd Annual Reports.
Crucible Steel Company of America, 30th 
and 31st Annual Reports.
National Steel Corporation, 2nd and 3rd 
Annual Reports.
Inland Steel Company and Subsidiary Com­
panies, Annual Reports.
Republic Steel Corporation, Annual Reports.
N a t u r e  o f  t h e  Co n t e n t s
Leaving out of consideration the physical 
or external characteristics, and looking princi­
pally at the contents of the reports it was ob­
served that there are certain fundamentals 
which seem to be common to the group. These 
are divided into three classes, financial, per­
sonnel, and general. Studying these more in 
detail we find the following similarities:
I. Financial
1. All have an auditor’s certificate occupy­
ing a page by itself.
2. All have a consolidated balance sheet
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occupying two pages, and specifically desig­
nated as "consolidated.”
3. All, except Crucible, have a consolidated 
income statement under some terminology 
(not the same in all cases), but Bethlehem 
does not use the term "consolidated” even 
though the results tie in with the consolidated 
balance sheet and surplus statement. Bethle­
hem has the income statement in comparative 
form for a two-year period, and also has a 
page devoted to comparative income account 
"by quarters over a five-year period.” Cruci­
ble although not having a complete income 
statement shows as part of the comments the 
amount of operating profit and loss, the de­
ductions for repairs, maintenance, deprecia­
tion, and interest on bonds, and the dividends 
declared.
II. Personnel
All reports contained a list of the officers 
and directors, and also the names and ad­
dresses of stock registrars and transfer agents.
III. General
1. All reports have comments by officials, 
those of Bethlehem and Inland being pre­
sented by the President and Chairman of the 
Board of Directors, while the others are by the 
Chairman of the Board only.
2. The reports of all companies studied 
give a list of subsidiary companies in more or 
less detail, viz: Bethlehem shows the State 
and date of incorporation of each; Youngs­
town shows the State, date of incorporation 
of each, and also the nature of the business 
conducted. It also shows the State and date 
of incorporation of each company partially 
owned, with its type of business; National 
shows the name and location of constituent 
and subsidiaries "consolidated in Financial 
Statements,” and also "all affiliated companies 
shown as investments in financial statements” ; 
Crucible shows names of subsidiaries and lo­
cation of their plants; Republic shows a list 
of “Miscellaneous Properties owned entirely 
or in part.” These are in addition to what ap­
pear as the three main companies listed sepa­
rately.
3. As to the products made, each company 
takes the opportunity of informing its stock­
holders to the following extent:
Bethlehem occupies two pages alphabetically 
listed.
Youngstown occupies two pages arranged 
by principal types of product.
Crucible occupies two pages showing facili­
ties for making products for use in twenty- 
seven types of manufacturing. It shows also 
a list of its brands of steel.
National, Inland, and Republic use one 
page each, in listing products. Each one looks 
to the annual report as some kind of advertis­
ing medium for its product.
4. All reports show a list of the sales of­
fices.
Having observed the general features cov­
ered by all the six companies examined we 
shall see to what extent some corporations ap­
parently thought information to be of value for 
Annual Report purposes while others did not. 
The following observations were made with 
respect to contents found in some reports and 
not others. These are divided into two groups, 
first, analyses of items appearing in the main 
financial statements and, secondly, information 
of a general nature.
I. Analyses of Items Appearing in the Main 
Financial Statements
1. All except Crucible have an analysis of 
consolidated surplus (Bethlehem not calling 
it "consolidated,” however). Bethlehem in
1930 (not in 1931) shows the analysis of ap­
propriated and unappropriated surplus sepa­
rately. National in both years analyzes capital 
surplus and earned surplus separately. Inland 
has its analysis of surplus occupying a few 
lines at the bottom of a page designated as 
"consolidated income and surplus account.” 
Republic in 1931 (not in 1930, the year of its 
incorporation as such) analyzes capital surplus, 
and profit and loss surplus separately.
2. Bethlehem and Youngstown have a sum­
mary of property account values as listed in 
the balance sheet showing depletion and de­
preciation reserves and retirements.
3. Bethlehem has an analysis of "Depre­
ciation, Renewal, and Maintenance Accounts,” 
showing the aggregate of various types of 
debits and credits. Youngstown has an analy­
sis of Maintenance, Repairs, and Renewals, 
and one of Replacement Reserves.
4. Bethlehem has a comparative inventory 
summary of the current and preceding year,
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showing details of balance-sheet value by 
principal types of items, at cost, or market, 
whichever is lower, not including inter-de­
partmental or inter-company profit. Youngs­
town has a similar list with a five-year com­
parison. Republic has merely a brief list of 
the major inventory items of the current year, 
agreeing with the balance-sheet account.
5. Bethlehem has one page of nine lines 
containing a capital stock summary.
6. Bethlehem has a page showing "Sum­
mary of Funded Debt,” and "Funds in Hands 
of Trustees, and Sinking Fund Operations.” 
Youngstown has a page showing a sum­
marized analysis of sinking fund investments 
and funded debt.
They merely refer to the fact that one com­
pany might show an analysis of the leases, and 
another might show an analysis of bonds 
issued, and so on. These are very common 
supplementary analyses supporting the main 
statement.
II. Information of a General Nature
1. Bethlehem devotes one page to a list of 
"Officials of Operating Companies,” including 
what is apparently a functional list, as steel 
plants, steel construction, sales, etc.
2. Bethlehem contains a page of statistics 
on (1) Volume of Business by years 1930 and 
1931; (2) Production (gross tons) 1930 and
1931 of ore, limestone, coal, coke, pig iron, 
open hearth, bessemer and electric steel, and 
rolled steel, and other finished products; (3) 
Rate of operating showing percent of steel 
produced to rated capacity in 1930 and 1931 
by quarters; (4) Employes and Wages (U. S. 
only) in 1930 and 1931 showing daily aver­
age, number of employes working, total wages, 
and average earnings per hour (exclusive of 
general administrative and selling force).
3. Bethlehem has a page called "Disposi­
tion of Capital, Earnings, and Other Re­
sources.” It is probably meant to be an "Ap­
plication of Funds Statement,” but it is in a 
form from which even professional account­
ants doubtless could obtain little of value. It 
shows additions to (or deductions from) the 
several types of assets and liabilities during the 
year, and since organization.
4. Bethlehem has a three-page list of prop­
erties owned or leased by subsidiary com­
panies, classified under the following heads:
(1) Steel and Manufacturing Plants, (2) 
Fabricating Works, (3) Shipbuilding and 
Ship Repair Plants, (4) Equipment (detailed 
as to number of coke ovens, furnaces, machine 
shops, etc., as well as number of acres of real 
estate, (5) Iron Ore Properties, (6) Coal 
Properties, (7) Limestone Properties, (8) 
Railroads, (9) Ocean Transportation, and 
(10) Lake Transportation.
Youngstown has a geographical list of iron 
and coal properties with acreage of latter.
Republic has a two-page list of plants and 
properties grouped by cities, showing for each, 
the types of plants located therein, together 
with a summary of the total number of each 
kind of plant. A third page gives the names 
and location of the iron, coal, and limestone 
properties.
5. Republic shows total tons of raw ma­
terial mined and pig iron, ingots and finished 
and semi-finished products produced and 
shipped.
Comments by Officials
A scrutiny of the comments addressed by 
the president or chairman of the board of di­
rectors to the stockholders reveals consider­
able uniformity. In all cases they are brief, 
occupying about one page. All of them tell 
of the net profits or losses for the year, and 
some tell whether or not they are adequate 
for preferred dividend requirements. The ac­
quisition, construction or abandonment of 
properties is covered rather uniformly in the 
reports as is also the matter of the issuance or 
redemption of bonds. In any case only a brief 
statement of aggregate amounts and purposes 
is made; and in the case of new properties, the 
nature and location thereof.
About one half of the reports studied dis­
cuss employment conditions. Under this head­
ing are observed such topics as reduction of 
wages, bonus systems, employes’ stock saving 
plan, and pension system. One or two com­
ment briefly on general business conditions, 
proposed new financial plans, new methods 
or procedures in production, the amount of 
unfilled orders or number of stockholders.
Conclusions
In attempting to make progress in the mat­
ter of reports to stockholders of steel corpora­
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tions, at least, one must give recognition to the 
fact that the annual report is probably in­
tended as much for official condensed his­
torical information for use by officials, as for 
the enlightenment of stockholders; and that 
bankers and brokers are really the ones out­
side the managing group who find most value 
in the reports. The interest of these groups 
is sufficient to justify their publication. The 
main questions at issue then in considering 
the adequacy or inadequacy of annual reports 
is whether they satisfy the management, the 
banker, the stock broker, and the financier, 
who has substantial stockholdings. Standards 
can very likely be evolved, keeping in mind 
the needs of this group, which standards with­
out modification would also satisfy the rank 
and file of stockholders. This latter group 
consisting in the aggregate of thousands of 
investors or speculators is usually most easily 
satisfied by a brief report about as follows.
To the Stockholders of X Company:
We are pleased to advise you that your com­
pany made a profit of $ ........... during the
year ended .........................  We hope to be
able to maintain the same dividend policy dur­
ing the coming year that we did last year, and 
if possible increase it. The annual report of 
the company showing financial statements, 
and other information concerning the opera­
tions of the business will be mailed to any 
stockholder on request.
Yours very truly,
........................................  
Chairman of the Board.
If the report happens to be for a year in 
which a loss arose, the latter could be changed 
slightly to indicate that fact, followed by a 
brief statement as to the visible or ascertain­
able causes, and a faint promise for a continu­
ance of dividend payments (from surplus) 
during the ensuing year. An auditor’s certifi­
cate should in all cases be presented to the 
stockholders.
What we are trying to say about the atti­
tude of the great majority of stockholders with 
respect to the annual report is that they want 
to know in a few words from the officers 
about the stability of the business, and what 
the decision of the expert accountant is upon 
the condition and progress of the business. 
They are not concerned with frills or details, 
even though theoretically the report is one of 
stewardship of officers to those whom they
represent—namely the stockholders.
If the accountant wishes to help convince 
himself on this point, about all he has to do 
is to put himself in the place of the average 
stockholder in another field. For example, if 
the accountant has a well for drinking water 
on his summer place, and is anxious to know 
whether or not it is entirely safe to drink, he 
relies on these few brief words from the 
chemist in whose technical judgment he has 
confidence, "I have analyzed the sample you 
sent me, and find it is free from contamina­
tion, and is very safe for drinking and other 
household purposes.”
Such a report is more satisfying I believe 
to the average accountant (as well as others) 
than one which reads:
"Bacteria per cc
Amount of agar at 37°— 24 h r s = ..........
Amount of Gelatine at 20°—48 h rs .=
No positive fermentations in 10 cc por­
tions.
Coli group...........
Potability............ ”
Similarly, if the accountant is interested in 
the safety of a country bridge over which he 
travels, he would like to have the engineer 
report: "The bridge is safe for any amount of 
reasonable traffic by passenger autos at thirty- 
five miles per hour or less, but is not safe for 
trucks of ten tons and over gross weight.” He 
would not care much about several pages of 
tabulations or graphs showing stresses, strains, 
shears, dimensions of foundations, I-beams, 
flow of water, and other technical data which 
the engineer views with much pride as he 
draws his brief conclusions.
In still another practical case the accountant, 
having a blood test by his physician, wants 
only a brief report, "Your blood flow is 
normal, neither high nor low-blood pressure 
existing, it congeals properly, so there is no 
undue danger from cuts, and in general is 
that of a normal healthy man.” The account­
ant would not feel like paying much for a 
mere written report of technical material nor 
would he pay much attention to it if it ac­
companied the more intelligible comments, 
especially if the technical data took this form: 
"Hemoglobin %
Erthrocytes per C.M.M........4,590,000.
Lenkocytes per C.M.M........  5,600.”
In brief, the accountant should recognize
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how complicated unfamiliar data and com­
ments seem to the layman in any field, whether 
he be a layman from the point of view of the 
accountant, the engineer, the chemist or the 
doctor.
With these facts in mind, we are doubtless 
justified in framing the observations made a 
few moments ago to the effect that the annual 
report, though properly addressed to the stock­
holders as a report of stewardship, should be 
so constituted as to appeal more to bankers, 
brokers, and the small group of stockholders, 
who are also entrusted with the management. 
Such a report, we believe would also serve 
adequately other interested stockholders. If 
it can be recognized that such a group of read­
ers is to be reached, the problem of effecting 
minimum standards for annual reports is con­
siderably simplified. It is our belief that such 
men do not have so wide a diversity of opin­
ion as to essentials and non-essentials in re­
ports as do average stockholders. Minimum 
standards for reports of steel companies would 
appear from the study made in this case to 
consist of a balance sheet, an income state­
ment, analysis of surplus, an auditor’s certifi­
cate, a list of officers, directors, stock registrars, 
transfer agents, and sales offices, comments by 
the chairman of the board, a list of subsidiary 
companies (if any), and types of products. 
It is assumed that the basic financial state­
ments will be presented in sufficient detail to 
satisfy bankers and directors who in many cases 
have available also the full reports of certified 
public accountants. Adjusting reports to the 
type the average stockholder might under­
stand is not so important at present as educa­
tion of citizens in the business or art of being 
stockholders.
A  St u d y  o f  P u b l is h e d  R epo r t s  o f  a  N u m ­
ber  o f  C o r p o r a t io n s  En g a g e d  In  
t h e  A u t o m o b il e  A ccessory  
B u s in e s s
By S a m u e l  F. R a c in e , C.P.A., Seattle, Wash.
In connection with this study, it is well for 
us to remember that a balance sheet is not 
necessarily in the form or the arrangement 
considered most desirable by the accountant. 
It is true that the theory surrounding the pub­
lication of a balance sheet is that it was pre­
pared by the management, and certified to by 
the accountant. In practice, we believe the
majority of balance sheets actually are prepared 
by the accountant in the form that he wishes 
to present the items, and that he is entirely re­
sponsible for the form and arrangement 
thereof. In two of the five reports that we 
have before us, the certificates specifically state 
that the balance sheets have been correctly 
prepared, so that there is no question at all, 
in the case of these two statements, as to the 
acceptability of the form or the arrangement 
by the accountant.
Our comments on the statements are made 
from the viewpoint that the statements as sub­
mitted are the work of the accountant, and 
represent his idea of the proper form and 
arrangement, and to this extent, at least, our 
comments may be open to question.
The most noticeable feature of these state­
ments is the lack of uniformity in the classi­
fication of accounts under the heading, current 
assets; particularly the failure to differentiate 
between current assets and quick assets. The 
standard definition of current assets is that 
the term include any assets that are not fixed 
—in other words, any asset that was not ac­
quired for the permanent use of the business.
It is true that current liabilities are sup­
posed to represent liabilities that will mature 
within a year of the date of the creation of the 
obligation, but the mere fact that such a limi­
tation is placed on the definition of current 
liabilities does not warrant a like assumption 
as regards current assets, and the division of 
assets under the two headings, current and 
fixed, is still proper.
Current assets can be further subdivided 
under any of the classifications that might ap­
pear to be desirable. It is true that bankers 
have become careless in the use of the terms, 
or probably never did give any thought to the 
differences between current assets and quick 
assets, but this is no reason why accountants 
should break away from the standard classi­
fication of assets, current and fixed, with such 
further subdivision as might appear to be 
proper in particular cases.
At least four of the statements, our numbers 
1, 2, 4, and 5, classify quick assets as current, 
and then have a number of other classifica­
tions in addition. One of the companies, our 
number 3, does not divide the assets at all.
Only one of the companies, our number 2, 
uses the term fixed assets. Our number 4, uses 
the term permanent assets, number 5 uses the
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term property, plant, and equipment, and 
number 1 uses the term property account.
Four of the statements show the inventory 
valued at cost or market, whichever is lower. 
Number 3 shows the inventory at or below 
cost, market not being mentioned.
This same company, number 3, also shows 
an item, first and refunding mortgage gold 
bonds of what appears to be a subsidiary com­
pany, as an asset, and has placed it above the 
inventories.
Treasury stock in statement number 1 is 
classified as an investment at cost, and the 
item is given preference over investments in 
the stock companies. Statement number 2 
treats the item in almost the identical manner; 
statement number 3 also shows the item as an 
asset, but it is placed nearly at the bottom of 
the statement, just above the item machinery 
and equipment. Statement number 4 does not 
contain the item treasury stock, but statement 
number 5 does contain the item, reports it as 
treasury stock, and includes it under the head­
ing, stocks, bonds, etc. In view of the fact 
that there seems to be very little authority for 
treating treasury stock as an asset in any case 
—unless perhaps the makers of these balance 
sheets might think they are authorities—it 
seems that accountants are quite inclined to 
deviate from the principles as ordinarily ac­
cepted in any case wherein their opinions and 
conditions seem to warrant.
The item deferred charges to future opera­
tions seems also to be handled without very 
much regard to the rule. It is true that the 
balance sheet included in the Minimum Re­
quirements of a Balance Sheet Audit, published 
by the Federal Reserve Board, and approved 
by the American Institute, shows the item as 
the last item on the asset side of the balance 
sheet. It seems also quite certain that who­
ever prepared this balance sheet failed to dif­
ferentiate between deferred charges to capital 
or surplus, and deferred charges to operations 
—they failed to differentiate between such 
items as goodwill and organization expense, 
which must necessarily be written off out of 
capital or surplus, and prepaid expenses which 
are but offsets to accruing liabilities. Notwith­
standing the possible argument affecting items 
under this classification, there is still no good 
reason why care should not be taken to illus­
trate exactly the type that is represented by the 
item in the balance sheet.
One of the statements, our number 1, in­
cludes preliminary and development expenses 
with unexpired insurance premiums, and sun­
dry prepaid expenses, under the heading de­
ferred charges to future operations, and places 
items of this group as the last of the assets. 
It hardly seems possible that this firm intends 
to charge development expense and prelimi­
nary expense to future operations.
Statement number 2 includes, under the 
heading deferred charges, the item dies ex­
pense applicable to 1932 productions, and in­
cludes under the same headings property 
taxes, unexpired insurance, etc. The same 
statement also shows under the heading cur­
rent assets, cost of dies, jigs and fixtures col­
lectible from customers. It would seem that 
the dies expense applicable to 1932 produc­
tion could very well be classified as an inven­
tory, and that the cost of dies, jigs, and fixtures 
collectible from customers could very well be 
classified as an accounts receivable, although 
of course, there may be specific conditions af­
fecting this corporation which would warrant 
the treatment given it.
Statement number 3—the statement which 
does not attempt to classify the items under 
current and fixed assets, shows the item, un­
expired insurance, etc., near the center of the 
statement, under unamortized dies, tools, and 
development expenditures.
Statement number 4, under the heading 
deferred, shows prepaid expenses and miscel­
laneous as one item, and dies and patterns, 
less amortization, as another item. It also 
shows under current assets, dies and patterns 
being billed to customers, as an item just 
below the inventories.
Statement number 5 gives due consideration 
to the nature of the items, and shows prepaid 
expenses just below the inventories, and shows 
deferred charges next to the bottom of the 
statement just above patents and goodwill. It 
is worthy of note that statements 1, 2, and 3 
were all audited by the same accounting firm.
There seems to be uniformity throughout as 
to the use of the term current liabilities, al­
though statement number 1 shows as a liabil­
ity, provision for income taxes, while the 
letter accompanying the report states no pro­
vision was required for income taxes. Of 
course, there is a possibility that the item pro­
vision for income taxes relates to claims af­
fecting prior years.
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It is worthy of note, also, that even those 
balance sheets which do not show prepaid 
expenses as current assets, all show accrued 
expenses as current liabilities.
It is also worthy of note that statement 
number 3, certified to as having been properly 
prepared, shows the reserve for depreciation 
of machinery and equipment as a liability. 
This is the statement which we have referred 
to from time to time as showing the items 
without very much attempt at classification. 
We wonder if one of our largest firms of ac­
countants can afford to permit its name to be 
attached to a statement showing as little regard 
for the rules of classification as this one; par­
ticularly where the certificate carries with it 
the assurance that the statements have been 
properly prepared. A smaller firm would be 
held up to ridicule if it did such a thing, I 
am sure.
Companies numbers 1, 2, and 3 show no 
items which may be classified as fixed liabili­
ties. Company number 4 shows its fixed 
liabilities under two headings, purchase money 
obligations, and funded debt. Company num­
ber 5 follows the same plan, but shows the 
item reserve for contingencies in between 
patent and land purchase contracts, and 
funded debt of subsidiary company.
Company number 1 shows the surplus ac­
count, elaborated into great detail, on the face 
of the balance sheet. Special surplus is sepa­
rated from earned surplus. Dividends are re­
ported as having been paid by the parent 
company on its own stock held by it. This, 
we believe, is contrary to all of the rules of 
practice; also, in this same statement, adjust­
ment of the reserve for decrease in the value 
of marketable securities is treated as a divi­
dend and added to the total of dividends paid. 
This statement also is certified to as having 
been correctly prepared, by the same firm 
mentioned heretofore.
Statement number 2, one of these correctly 
prepared statements, shows appreciation aris­
ing from the appraisal of fixed assets, above 
capital stock and surplus. Company number
5 shows the appreciation as part of its surplus, 
but has classified its surplus under three head­
ings: appreciation, capital, and earned.
Company number 5 also shows in its con­
solidated surplus account, all of the details 
affecting surplus from appreciation during 
the year. For example, the amount of the de­
preciation on appreciation, and the amount of 
the appreciation written off on assets sold or 
scrapped are shown. Similar information is 
not contained in any of the other statements.
Statement number 1, certified to by the same 
company as statement number 2, shows the 
surplus arising out of the acquisition of a 
subsidiary company as a part of the surplus 
account, but strange as it may seem, deducts 
from this specific item, the amount of patents, 
goodwill, etc., purchased and written off dur­
ing the year.
Premium on stock retired is treated as a 
profit and loss item in statement number 3, 
and as a surplus item in statement number 4. 
Discount on stock retired is treated as a sur­
plus item in statement number 2, notwith­
standing the fact that this statement was cer­
tified to by the same firm of accountants as 
statement number 3 mentioned above; in state­
ment number 2, however, it is worthy of men­
tion that the discount relates to non-par shares.
None of the corporations indicate the nature 
of the contingencies provided for in their re­
serve for contingencies. Statement number 2 
shows the item just following current liabili­
ties and above the item appreciation arising 
from the appraisal of fixed assets. Company 
number 4 shows the item just below the 
funded debt and above capital. Company 
number 5 shows the item at the bottom of 
the statement, following capital and surplus, 
but indicates that it is not entitled to equal 
prominence by showing the item in caps and 
small letters instead of all caps as items of 
greater importance are shown.
Appreciated surplus and capital surplus are 
differentiated only in statement number 5. 
There the items are mentioned in the balance 
sheet, and fully explained in the consolidated 
surplus account.
The certificates are also worthy of comment. 
Statement number 1 carries the certificate: 
"The attached consolidated balance sheet, 
and relative statement of profit and loss, 
have been correctly prepared therefrom, and 
show the financial position of the combined 
companies, and the result from operations.” 
Statement number 2 is very much the same 
except that:
"—the consolidated balance sheet, and 
attached summary of profit and loss fairly 
set forth the financial condition.”
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Statement number 3 indicates:
"—that the balance sheet and relative 
statement of profit and loss and surplus set 
forth the financial position.”
All of these certificates were prepared by 
the same firm of accountants, and all bear the 
statements that the statements have been prop­
erly prepared or have been correctly prepared.
The certificate attached to statement num­
ber 4 is quite elaborate, and bears the seal of 
the accountants, but evidently attempts to limit 
the responsibility of the accountants by the 
statement:
"—based on the records examined, and 
information obtained by us.”
This statement, as is true of all of the others,  
contains the words "in our opinion.” I often 
wonder why accountants persist in the use of 
this phrase. It would seem that it is absolutely 
unnecessary. Either they audited the company 
or they did not. If they have verified the 
items, and found them correct, why not state 
without equivocation that they are correct; 
and if they are not correct, why not so state? 
In other words, why be giving an opinion 
when employed to state facts.
The auditors of company number 5, also 
felt the need of limiting their certificate by 
including the statement:
"—based on our examination, and the 
information furnished us.”
It occurs to us that this clause also is of no 
value. It seems that if the accountants failed 
to make a proper examination or failed to 
secure any material or information of im­
portance that they have failed in their duty. 
On the other hand, if they have been em­
ployed to audit and certify to the facts, and if 
they have any doubt about the facts, why not 
complete their audit, and if they still are un­
able to arrive at a definite conclusion, why 
not so state in their certificate. In other words, 
why cut down the value of a certificate by the 
use of the phrase "in our opinion,” when we 
can equally well certify "it is a fact,” and by 
the use of the phrase "based on our examina­
tion, and information furnished us,” when 
we can equally as well certify "we have made 
a proper examination, and have had access to 
all of the records we required.”
Statement number 3 bears a facsimile sig­
nature of the firm of the accountants. State­
ment number 4 contains a reproduction of the 
letterhead, the letter, the certificate, and the
signature; and statement number 5 contains a 
facsimile of the signature. All of these firms 
of auditors maintain many branch offices, and 
we are wondering the extent to which fraud 
may be perpetrated by the use of facsimile 
signatures, and by the refusal to permit the 
branch managers to sign their reports. Is it 
not possible for reports to be fraudulently 
issued bearing what purports to be the sig­
nature of these large auditing firms, while in 
fact the reports are fraudulent throughout; 
also, does not an element of doubt enter into 
the minds of investors who read these state­
ments, but who have no direct knowledge of 
their source?
The most noticeable thing about all of these 
statements is the dates upon which they are 
issued. Number 1 was issued on February 
9th; number 2 on April 11th; number 3 on 
January 25th; number 4 on March 10th; and 
number 5 on February 27th. Assuming that 
thirty or forty-five days was required by the 
subsidiaries of these companies to get their 
books closed, and another ten days was re­
quired to get the books of the holding com­
pany closed, it seems quite evident that but 
little time was left for the auditors to complete 
their work. Is it not self-evident that the 
auditors took a chance, and covered a whole 
lot of the required work before the end of 
the year, and then took such figures as were 
presented to them at the end of the year, gave 
them some sort of an examination, threw 
them together as best they could, and issued 
the certificates? At least, is it not possible 
that the early dates which appear on these cer­
tificates might cause the investor to look 
askance at these reports?
We should not close this article without 
giving some consideration to typography and 
style.
Statement number 1 is rather a neat job. 
The annual report of the president looks too 
scattered, and does not provide sufficient 
margin. The balance sheet contains too many 
items and is too condensed to look well. The 
paper is of good quality.
Statement number 2 seems to have been 
prepared with the object of answering the 
requirements rather than of giving informa­
tion. The statement of the president requires 
only four lines.
Statement number 3 is but a fair job of 
printing. The cover of the title page is very
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nearly arranged, but the letter of the president 
is not neatly placed on the page; neither is the 
balance sheet nor the statement of profit and 
loss.
Statement number 4 is a very well prepared 
piece of printing work. The paper used is 
cream colored Tyconderoga Eggshell, evidently 
printed by someone who knows how a report 
should look, and who sincerely endeavored to 
print a report worth while.
Statement number 5 is even nicer. Modern 
sans serif type is used, and the report bears the 
facsimile of the signature of the president. 
The president’s report requires three pages, 
and is well set out with topic headings, and 
the balance sheet is a beautiful piece of printed 
matter. This is true also of the consolidated 
income account, and the consolidated surplus 
account; in fact, the report indicates a full 
measure of care in its preparation, and a rec­
ognition of the responsibility that the prepa­
ration of a report carries with it.
The paper is not watermarked, but seems 
to be a real high quality of laid paper. It is 
the outstanding report of the group, not only 
from the standpoint of the quality of its print­
ing, but also from the standpoint of complete­
ness of the statement by the president, the 
care in which the items in the balance sheet 
have been grouped, and classified, the details 
shown in the consolidated income account, 
and the consolidated surplus account, and the 
complete lists of directors, officers, and affili­
ated companies.
C o m m e n t s  
By W. T. S u n l e y ,  C.P.A., Chicago, Illinois 
Following Mr. Racine’s paper which I have 
just read, I will give my comments on this 
particular subject. When this investigation 
was first undertaken by the Committee on 
Technical Affairs, Mr. Kohler wrote, I pre­
sume to each one of us, asking our opinions 
on the following three questions:
”1. What, in general, should a report to 
stockholders contain?
"2. Is it possible to lay down standards for 
corporate reports ? If so, what would you sug­
gest that some of them might well be?
”3. Most annual corporate reports are lim­
ited to a review of past events. Would you 
favor extending the content of annual reports 
to a budget for the ensuing fiscal year, a 
budget in the form, perhaps, of an estimated
statement of application of funds? Such a 
budget, it has been said, would have as its 
purpose not so much a testing of the man­
agement’s forecasting ability, but rather a 
pledge to stockholders that funds made avail­
able are to be wisely spent. An approval of 
the report at the annual meeting by stockhold­
ers would signify their endorsement of the 
management’s plans for the coming year.”
Shortly after receiving this letter from Mr. 
Kohler I wrote my reply to him, and since 
that time have had no occasion to change my 
views. So I will read you my reply to each of 
the questions. In answer to the first question, 
which is, "What, in general, should a report 
to stockholders contain?” I replied as fol­
lows:
"In my opinion a report to stockholders 
should consist of three major divisions: a let­
ter from those who manage the corporation, 
the financial statements, and pertinent statisti­
cal data.
"The letter from the management (usually 
signed by the President or Chairman of the 
Board, or perhaps both), should outline the 
general financial and operating policies that 
have been pursued during the year, and the 
results that have been secured. Comparison 
should be made with the policies that were 
stated in the previous annual report as to the 
future course of operations; and any changes 
from those announced policies should be ex­
plained. The letter should then state the finan­
cial and operating policies which are to be 
followed for the current year, and the results 
which it is hoped will be accomplished from 
them.
"Under the part which discusses the results 
that have been obtained, should be included a 
general (not minutely accurate) statement of 
the source of additional funds and how they 
have been disposed of.
“I do not favor including in the letter sta­
tistics concerning welfare work, number of 
employees, number of stockholders, or, in 
short, any data that does not have a direct and 
important bearing on the subject of the prin­
cipal policies followed during the year re­
ported, and those to be followed during the 
next year. I think the inclusion of a mass of 
figures tends to confuse the stockholders, and 
the discussion of relatively unimportant mat­
ters obscures the vital points of the corpora­
tion’s affairs. In fact, I often suspect some
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statistics are introduced for that very purpose.
"The outline of the policies should not be 
presented in such a way as to place useful in­
formation in the hands of competitors. The 
extent of the information divulged is a mat­
ter of careful business judgment. For ex­
ample, it may be possible to state that the 
management plans to extend its sales efforts 
without revealing whether those efforts will 
consist of increasing advertising, or increasing 
the number of salesmen, or creating new pro­
motional departments.
"As an accommodation to stockholders the 
financial statements should be in comparative 
form. Older stockholders may not have last 
year’s report easily accessible, and new stock­
holders in many instances may not be able to 
get a copy of the previous report.
"An application of funds statement should 
be included as one of the financial statements.
"At least one statement, or chart, showing 
the corporation’s history, should be included; 
such as a chart of sales and net profits for the 
past five or ten years.
"The auditors’ certificate should accompany 
the financial statements, and should include a 
brief statement of any important changes in 
accounting policies.
"The statistical portion of the report may 
include such data as number of units of pro­
duction, shown comparatively, number of em­
ployees, plant expansion, etc.; depending, of 
course, on the character of the corporation’s 
activities.”
That concludes my answer to Question No.
1. Question No. 2 reads: "Is it possible to 
lay down standards for corporate reports? If 
so, what would you suggest that some of them 
might well be?” My answer to that reads: "I 
think it is possible to set certain standards for 
the annual reports of corporations to their 
stockholders. My opinion as to the standards 
quite naturally follows my opinion as to what 
should be included in the annual report. In 
regard to the form of the financial statements, 
since we have available at least two standard 
forms (the Federal Reserve bulletin forms and 
the Federal Income Tax Return forms), I 
think either might be adopted for the annual 
report. My preference would be the Federal 
Reserve bulletin forms, not because I think 
they are particularly good, but because they 
have been given a certain amount of official 
recognition.”
My answer to No. 3, which was the ques­
tion referring to the budget, is: "I do not 
favor the inclusion of a budget in the annual 
report. I think a clear, concise statement of 
the financial and operating policies to be 
pursued during the coming year should fur­
nish sufficient information for the stockhold­
ers’ approval or disapproval. Management 
needs a certain degree of flexibility, particu­
larly in these days of shifting price levels, and 
the period of one year is too long for accurate 
budgeting in most cases. Promises, in the form 
of actual figures, in my opinion, are likely to 
lead to unjustified dissatisfaction among the 
stockholders, resulting ultimately to their own 
disadvantage. A pledge that funds will be 
wisely spent would be indicated in the state­
ment of the policies to be pursued during the 
coming year.”
In my answer to the first question I have 
not indicated the nature of the financial state­
ments which, in my opinion, should be in­
cluded in the corporation report. I believe 
they should be the balance sheet, and profit 
and loss statement, and surplus, as well as the 
application of funds statement. Additional 
comments have occurred to me since I have 
examined the annual reports of the aviation 
companies, and I will give you those com­
ments at this time.
I do not favor attempts to explain items 
shown in condensed form by non-technical 
explanation. I think statements should be 
technically worded so as to be brief, and more 
detailed information included. In other words, 
in some of the large company reports, an at­
tempt has been made to make it easy for the 
layman to understand what a given item 
means. As a result, these rather lengthly ex­
planations which are placed below the items 
give an opportunity for condensation, and 
very frequently for classification of dissimilar 
items under one heading.
Mr. Kohler, in one of his letters to me, 
mentioned one illustration which has appealed 
to me particularly:
"Plant, $78,255,415.63. (This item in­
cludes the land, building, machinery, tools, 
and equipment of the company less accrued 
reserve for replacements, and is conservatively 
valued.)”
Mr. Kohler suggests that in its place there 
might have been something of this nature: 
"Land, buildings, machinery, etc., at
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values determined by Messrs. Ford, Bacon,
& Davis, at December 10, 1927, which 
values were $26,345,561.75 in excess of the 
then depreciated cost, plus cost of additions 
less reserve for replacements since that date:
L a n d ................................$ 2,324,960.05 
Buildings, etc. (in detail)
T o ta l............................$76,865,391.89
Less—Reserve for Replace­
ment ...................  3,609,976.26
$73,255,415.63 
"Franchise values, as determined by 
Messrs. Ford, Bacon, & Davis, at Decem­
ber 10, 1927, such values being $4,835,000 
in excess of unamortized cost on that date 
$5,000,000.00.”
I was very much interested in what Mr. 
Scovill had to say about the doctor, and the 
chemist, and all these different fellows; in fact, 
I am wondering if in addition to being an 
accountant he isn’t somewhat of a doctor and 
a chemist too. I suppose it does appeal to a 
good many of the laymen that we use words 
which they cannot understand, just as Mr. 
Scovill and I are confounded with these re­
ports that come from the physician. Yet it 
is necessary that we do describe these items 
with some term that is descriptive, and will 
give the real nature of the item. I have often 
thought that perhaps instead of using the 
term "customers’ accounts receivable” we 
might say "owing to the corporation from 
customers.” And yet, after all, the class of 
people who should be reading corporate re­
ports is an intelligent class. I heard somebody 
at this meeting, I have forgotten who, make 
the suggestion that accounting was being 
taught to housewives, and accounting was be­
ing taught to doctors, and dentists, and the 
different professions as part of their training. 
After all, it seems to me that a certain equip­
ment in accounting is something that every 
intelligent man should have. An understand­
ing of accounts receivable should be had by 
any man who has sufficient money to be mak­
ing investments. For that reason it appeals to 
me that we can phrase our reports in technical 
terms. It is not necessary to have an explana­
tion for the layman.
We notice throughout all of these corpora­
tion reports a great lack of uniformity, and 
that is quite natural. We have made no really
concentrated effort to attempt to establish uni­
formity. I think one thing we might well do 
is to seek for some uniformity in the words 
which we use to explain certain items.
For example, in some of the reports which 
I examined, all of which are those of corpora­
tions in the same industry, I found such di­
verse expressions as:
Inventories at cost (less reserve).
Inventories.
Inventories of raw material, work in prog­
ress, finished goods, and supplies.
Merchandise inventories.
We find so many different descriptions that 
it must be confusing to the man who has a 
mediocre equipment, in reading accounting 
statements.
In this example that Mr. Kohler gave me 
concerning the description of the item of 
"plant,” there was a matter I wanted to bring 
up at this time to discuss, but I am not sure 
that we have the time, and it is a very long 
subject, so I will omit that part of my com­
ments.
The reports of the aviation companies 
which I examined are numbered 1, 2, 3, and
4. The first is The Aviation Corporation; the 
second, the Curtiss-Wright Corporation; the 
third, North American Aviation; and the 
fourth, United Aircraft and Transportation 
Corporation. As to the general contents, I 
found that all four of them contained letters 
from the management. I suppose it is a pe­
culiarity of my own, but I have always had a 
great distaste for having management tell me 
the profit was a certain amount. I expected to 
look at the profit and loss account anyway, 
and expected to find the net profit there, and 
did not need a letter from the management 
to tell me.
Under No. 1, we find a consolidated bal­
ance sheet, December 31, 1931, an audit cer­
tificate, a statement of paid-in surplus, Decem­
ber 31, 1931, a consolidated statement of 
profit and loss for the year ending December 
31, 1931, and a profit and loss (deficit) ac­
count, and the report is signed by the presi­
dent and the chairman of the Board of Di­
rectors.
Under No. 2, we find a letter, a consolidated 
balance sheet, an audit certificate, consolidated 
income and capital surplus account.
Under No. 3, we find a letter, a consoli­
dated balance sheet, an audit certificate, con­
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solidated capital surplus account, consolidated 
earned surplus account, consolidated income 
account, and a list of subsidiaries.
Under No. 4, we find a list of the Board 
of Directors, officers, general counsel, general 
auditors, transfer agents and registrars; a let­
ter, a balance sheet, a profit and loss account, 
surplus and undivided profits, an audit certifi­
cate, and a list of subsidiary companies.
It seems to me that all this must be fairly 
confusing to the layman. We find nothing to 
guide him as to this matter of sales material 
which Mr. Kohler mentioned, as to the sta­
tistics concerning the number of employees, 
concerning production, and various things 
that are incorporated in the letter. We find 
different terminology used, we find different 
groupings of items, we find in some places a 
separate statement of earned surplus and paid- 
in surplus, and in other cases we find them 
consolidated, although shown separately on 
the balance sheet.
I think the outstanding feature, perhaps 
from our own selfish viewpoint, in connection 
with the aviation companies’ reports, is the 
fact that each one has attached an auditors’ 
certificate. I think that is something which is 
well worth noting, as a uniform requirement.
There is also one other characteristic in 
which I am interested. I did not find in any 
of the reports an application of funds state­
ment. Perhaps it may be my own peculiar 
preference, but I believe that the application 
of funds statement has a place in every report, 
and that it is one of the most significant 
statements that the accountants and the officers 
can prepare for the information of the stock­
holders. Particularly is that true if at some 
time we evolve an application of funds state­
ment, which will become the type of state­
ment which leads us away from values as 
fixed by appraisers, as guessed at by manage­
ment, as affected by various other things, and 
gives us the true investment figure, and furn­
ishes us the accounting for the funds which 
have been entrusted to the corporation.
I also notice that the statements are not 
presented in comparative form. It is possible, 
of course, for the stockholder to keep last 
year’s report on file, and when the new report 
comes in get out the old one, work out the 
differences, and figure out what has happened, 
but it seems to me it is much simpler if the 
corporations take time to present the state­
ments in comparative form so one figure is 
right beside the other.
We find few definite statements of future 
policies. Perhaps in the present condition of 
the country that is not to be unexpected. Fu­
ture policies are being changed so rapidly that 
by the time the annual report is issued the fu­
ture policies may have been entirely changed.
C h a ir m a n  K o h l e r
The committee has something specific as the 
result of these papers, in part based on what 
has been said, and conclusions talked over at 
some length. This statement is called "Memo­
randum on Corporate Report Standards,” and 
in order to save time I am going to read it, as
I have it here:
Where does this sort of thing, and the re­
marks of the previous speakers lead us to?
A corporation whose capital obligations in 
any part are in the hands of the public, is a 
public corporation, and as such has special re­
sponsibilities to its security holders, both pres­
ent and future. Among these responsibilities 
not the least is the periodic accounting by the 
management of its stewardship: the annual 
report.
There are two divisions to the average an­
nual report now in vogue: the narrative and 
the financial statements. In the narrative ap­
pear the comments of the management re­
viewing the operations of the year, financial 
conditions at the end, and prospects for the 
future. The financial statements ordinarily 
consist of balance sheet, statement of profit 
and loss, and surplus account. My remarks 
must be limited to the possibilities of creating 
balance-sheet standards, to the end that there 
may be a reasonable degree of uniformity both 
as to content and interpretation. The lack of 
uniformity at present is particularly noticeable 
in the comparison of reports of corporations 
falling within the same class; so great is the 
variation that conclusions drawn from the 
financial data which annual reports should re­
veal for any given industry, and which are 
abstracted and digested for the investing pub­
lic by numerous agencies, are at present frag­
mentary and notoriously inaccurate and mis­
leading.
A myth which has unhappily survived from 
pre-depression days is that the disclosure of 
certain financial data will supply information
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to competitors which may result in sales re­
sistance. This objection is not well founded. 
With the principles of cost accounting firmly 
established, competitors and purchasers of a 
company’s product are surprisingly well aware 
of costs and gross margins. No publication 
of facts and figures can harm any corporation; 
furthermore, the failure to publish annually 
the information essential for a comprehensive 
and intelligent review of a corporation’s fiscal 
affairs must henceforth be construed as a 
breach of the trust imposed on management 
wherever the public has been invited to par­
ticipate in ownership and profits.
With the realization of the obligations that 
attach to every public corporation must come 
unrestricted audits. It is essential that the 
public accountant who is asked to stand be­
tween the management and the security owner 
must do so without the imposition by the 
management of restrictions concerning which 
the security owner knows nothing. It has been 
urged that the annual audit be performed by 
public accountants retained by the stockhold­
ers, notwithstanding that in most stockholders’ 
meetings, control rarely leaves the hands of 
the management. A shifting of the employ­
ment is not in itself a remedy for the ills of 
restricted audits. No good reason exists why 
management as a whole should be disturbed. 
The real remedy would seem to lie in the 
realization by management of the trust im­
posed on it, and increased public sentiment 
favoring the complete independence of public 
accountants.
Financial statements presented in the an­
nual report should be prepared, and not merely 
endorsed by the auditors. There is a belief 
still existing in some quarters that the prepa­
ration of the annual report, unlike the prepa­
ration of a prospectus, is a sacred function of 
management, and that the responsibility for 
financial statements cannot be passed on to 
others. To the lay investor, however, the ac­
countant’s certificate means the same thing, no 
matter whether it appears in a prospectus or 
in an annual report; the certificate means little 
to the outsider who learns that it is merely an 
endorsement of statements prepared by others.
The financial statements should have ap­
pended to them a certificate of certified public 
accountants indicating the scope of the audit 
made, and such qualifications as can not prop­
erly appear as integral parts of the financial
statements; but no certificate should be given 
by the accountant if his audit has not complied 
with the minimum requirements set forth in 
the Federal Reserve Bulletin, "Verification of 
Financial Statements.”
In the preparation of financial statements 
intelligent readers should be assumed. Cer­
tain public utilities in recent years have at­
tempted unsuccessfully to appeal to the small 
investor by "writing down” the balance sheets 
to a preconceived notion of the level of his 
intelligence. The result has been merely a 
condensed balance sheet misleading to the 
unintelligent investor, and a cause of suspicion 
to the well informed. There can be no hope 
of explaining a balance sheet to a person hav­
ing no general knowledge of financial mat­
ters, but the hope does exist that such general 
knowledge will be acquired by an increasing 
number of investors through a popularization 
of the study of financial statements.
Balance sheets should present a full account 
of assets, liabilities, and net worth. Con­
densed balance sheets and "written-down” 
balance sheets have no place in annual re­
ports. What is needed are detailed balance 
sheets in which each item is fully described, 
its various valuations plainly indicated, with 
notations made as to its variations, if any, 
from similar items found elsewhere.
A proper grouping of assets and liabilities 
is a distinct aid in interpretation.
Valuation bases of inventories, investments, 
land, buildings, equipment, and any other 
asset the basis for which is not readily appar­
ent, should be set forth fully. Parenthetical 
insertions of values other than those employed 
in the balance-sheet extensions are helpful. 
Where any asset is written down from cost to 
market or present values, notations of original 
cost should continue to appear until the asset 
is disposed of. It should be recognized with 
respect to the more permanent assets that no 
reliable index has as yet been perfected which 
will permit the recording of their fluctuations 
in value. Cost or depreciated cost remains as 
the only generally understandable basis of 
valuation. Assets acquired through issues of 
stock should be so described. A separate ex­
hibit for capital assets is essential if they are a 
composite of a number of groups of assets 
acquired in different ways, and at different 
bases of valuation that cannot be described 
briefly on the face of the balance sheet.
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Valuation reserves should, of course, always 
be subtracted from the assets to which they 
relate. The subtraction may be done on the 
face of the balance sheet or the monetary 
amount may be noted parenthetically before 
the net item. Similar are reserves for unreal­
ized income, which offset asset values as yet 
unliquidated. Enhancements of asset values 
can come only from additional capital con­
tributed and additions to earned surplus. 
There has been no general acceptance as yet 
of any principle which will permit unearned 
increments to swell asset totals. So-called 
prepaid interest and unamortized debt dis­
count and expense are in the nature of nega­
tive valuation reserves, and they too are not 
independent items, but should be deducted, 
preferably on the face of the balance sheet, 
from the liabilities to which they relate.
The security underlying liabilities must be 
fully disclosed so that the assets pledged may 
be identified on the balance sheet. Accom­
panying the description of each secured or 
partially secured liability there should also be 
a disclosure of collateral or guarantees supple­
menting the corporation’s own pledging. It 
is, of course, necessary to recognize as a liabil­
ity any borrowed assets.
Contingent liabilities lying outside the usual 
run of constantly recurring transactions must 
also be included on the balance sheet and de­
scribed fully. It is recommended that the 
description thereof be inserted in the balance 
sheet under the caption of "Contingent Lia­
bilities” immediately preceding net worth.
Unusual methods of accounting, having any 
substantial effect on the interpretation of the 
balance sheet, should be noted thereon.
Details of changes in net worth during the 
year must appear on or accompany every an­
nual balance sheet. It is hoped that invest­
ment bankers may take the lead in calling for 
a full disclosure on the annual corporate bal­
ance sheet next following an issue of securi­
ties of what has become of each dollar con­
tributed by the investor. There would seem 
to be no good reason why discount, under­
writing commission, or whatever diminution 
of the investor’s dollar has taken place should 
not be called by its proper name, and on at 
least one annual balance sheet prepared for 
stockholders made a matter of record.
Surplus should be reflected on balance 
sheets in the manner outlined in the report of
the Committee on the Definition of Earned 
Surplus. This involves the distinction be­
tween the various forms of capital surplus 
and earned surplus, a disclosure of changes 
in any surplus item since the last published 
balance sheet, and a recognition of the exist­
ence of a realized profit only where it follows 
a sale or trade, and is represented by a current 
asset or other asset readily convertible into a 
current asset.
Perhaps a word should be added as to the 
practice of disposing of extraordinary items 
by charges to surplus, and to appropriated 
surplus. This practice has become widespread, 
and wherever followed it may effectively con­
ceal the true net profit or loss for the year. A 
better practice would be to distinguish be­
tween operating and non-operating reserves: 
the former group created through charges to 
expense, and thereafter applied to the loss for 
the meeting of which it was created, the latter 
group established by charges to earned sur­
plus, and returned to earned surplus intact 
when the emergency has passed for which the 
revenue was created. The statement of profit 
and loss is the proper place for expenses and 
losses heretofore charged to surplus or non­
operating reserves. If necessary, a final section 
may be added to the statement of profit and 
loss to take care of these extraordinary items; 
but "net profit” for a given period cannot be 
said to exist when certain expenses and losses 
have been charged elsewhere.
These recommendations are offered for dis­
cussion and comment with the hope that the 
accountant’s responsibilities to his profession, 
to his client, and to the public may be the 
more clearly recognized.
I have one illustration I might mention in 
that connection. It relates to a certain publish­
ing company, whose stock is listed on the New 
York Stock Exchange, and whose balance 
sheet is certified by a well-known firm of cer­
tified public accountants. I am going to con­
dense this as far as possible. Here is an ex­
tract from a letter from the President, appear­
ing in the annual report for the year ’31:
"The net earnings after all charges for the 
year 1931, were $292,337.77, equal to $1.59 
a share. Your company’s affairs are being con­
ducted economically, and on what I believe 
to be a high standard of efficiency. The pub­
lications of the company enjoy a standard with 
buyers, dealers, and consumers that promises
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well for the future.”
Listed among the assets on the balance 
sheet:
"Other deferred charges—unabsorbed por­
tion of extraordinary advertising and ex­
pansion costs of prior years; subscrip­
tion expenses, less deferred subscription 
income, etc., $1,454,268.29. 
"Publications, copyrights, subscription lists, 
advertising, contracts, etc., $13,893,- 
271.18.”
Listed among liability items:
"Capital stock, $3,679,380.00.
"Surplus arising from issuance of no-par 
stock, less amount utilized for extraordi­
nary adjustments, $10,155,078.96. 
"Earned surplus, $875,088.32.”
Here is the auditors’ certificate, the parti­
cular wording of which offers quite a study 
in itself. The certificate is addressed to the 
company:
"We have audited your accounts, and those 
of your subsidiary companies for the year 
ended December 31, 1931, and subject to the 
adequacy of the reserve for depreciation, and 
to there not having been absorbed during the 
year any portion of certain costs previously 
deferred as extraordinary expansion expenses, 
in our opinion the above consolidated balance 
sheet, and the accompanying statement of con­
solidated income and surplus, set forth, re­
spectively, the financial condition of the com­
panies at December 31, 1931, and the results 
of their operations for the year ended that 
date.”
Here is an extract from the statement of 
earned surplus, which commences with the 
word "charges” :
"Charges:
Adjustment of reserve for
re tu rn s ........................... $507,021.70
Adjustment of advertising 
revenue applicable to
prior years.....................  107,194.23
Loss on foreign exchange 
—depreciation in value of 
net assets of foreign 
branches, less portion 
charged to current in­
come .............................. 40,427.06
Miscellaneous items appli­
cable to prior years. . . . 5,846.81
Total charges to surplus. .$660,489.80.”
A prospective investor should, from the 
above, be led to inquire:
(1) Is there any actual equity of stock­
holders left? If the two intangible items 
listed above, which total $15,347,539.47, are 
compared with the three items of capital stock 
and surplus, totaling $14,709,547.28, the 
stockholders are seen to have no equity what­
ever in anything of a tangible character. 
Again, if they are compared with the same 
items of last year, it will be found that they 
have been increased $132,240.79 during 1931. 
Deferred items of this sort are very doubtful 
assets at best, and the auditors properly make 
mention of the fact that this year’s operations 
have not been charged with any portion 
thereof, thereby calling the attention of the 
reader to the unconservative attitude of the 
management toward this huge sum. The 
proverbially ambiguous language of the audi­
tor must be studied carefully by the investor 
if he is to observe these hidden criticisms.
(2) What is the matter with the provision 
for depreciation? The auditors refer to "the. 
adequacy of the reserve for depreciation,” 
which in plainer English would seem to mean 
that the total of the annual charge-offs to op­
erations is, in their opinion, based on their ex­
perience, insufficient. The charge-off for 1931, 
according to the income statement, is less than 
three per cent of the cost of the buildings and 
equipment, while the accumulated charge-offs 
are less than twenty-five per cent of total cost.
I might say that this particular corporation 
owns a building in New York. Both these 
percentages look low. How much too low no 
one can tell from the balance sheet presented. 
The auditors, whose judgment on such mat­
ters would have been valuable, are silent. 
They merely criticize the management: 
vaguely, no doubt, but sufficiently, according 
to present canons, to put the wary investor 
on notice.
(3) What was the actual net profit or net 
loss for the fiscal year 1931? The president’s 
letter states that net earnings "after all 
charges” were $292,337.77; but deducted 
from earned surplus, after having been swelled 
by that sum, are four "charges” totaling $660,- 
489.80, indicating in the light of ordinary ac­
counting practices, that a net loss of $368, 
152.03 for 1931 is much nearer the truth than 
the profit claimed in the president’s letter. 
The auditors suggest that the "net earnings”
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are not as low as they should be when they 
state that the results of the year’s operations 
are set forth in the statement of income and 
surplus. There is a further possibility that the 
auditors mean to indicate that the increase in 
deferred charges mentioned above of $132,- 
240.79, might well be charged to operations; 
if so, the net loss of $368,152.03 would be­
come a net loss of $500,392.82—a strange 
contrast to the profit of $292, 337.77 reported
by the president.
The comment I make on that is that the 
investor must be taught how to review finan­
cial statements or he must seek expert advice. 
Neither the above company nor its auditors, 
within the purview of current financial stand­
ards, have committed any sin, because enough 
information, some of it in the form of hints, 
has been presented to put the investor on his 
guard.
Accounting Theory and Depression 
Financial Statements
The Application of Theoretical Principles as Affecting 
Various Items in Currently Published Balance 
Sheets and Income Statements
By La w r e n c e  A l l e n  O d l in , M.B.A. (Lieutenant-Commander, Supply Corps, U. S. Navy)
M EMBERS of the accounting profession 
are generally interested at all times in 
practical questions of accounting theory en­
countered in the course of their professional 
engagements. At times like the present, how­
ever, matters of this kind become likewise the 
subject of interest to the layman. The invest­
ing public, in particular, wants to know more 
about what lies behind the financial statement 
—not to say whether or how the financial state­
ment lies. Confused and bewildered by pro­
longed conditions of financial and economic 
dislocations, the investor turns today perhaps 
more than ever before to the accounting pro­
fession for such light as may be thrown on 
many individual business situations by means 
of audited financial statements. The practical 
application of abstract accounting theories to 
concrete problems of practice in preparing 
such statements for this reason takes on added 
importance at the present time.
This interest on the part of the public in 
matters of accounting theory is probably but 
a notable by-product of the depression. It may 
be due, and perhaps more directly, to some of 
the unusual current financial situations and 
transactions which will have to be revealed 
sooner or later in financial statements of some 
kind. Under present conditions there is un­
doubtedly a tendency to rely more on such 
facts as may be obtainable, and less on wholly 
unsupported opinion. But there is also a 
growing realization that even duly audited 
and certified financial statements too fre­
quently take on much more the nature of 
opinion than is necessary, and much less that 
of fact than is justified.
There are various ways in which public in­
terest in such matters is manifesting itself 
today. A number of different organizations 
have committees at work studying methods by 
means of which improvements may be brought 
about in published financial statements. Leg­
islative enactments of various sorts have been 
proposed, and actually introduced. Much is 
heard and written about governmental regula­
tion and control of corporation accounting and 
reporting. All these developments serve to 
emphasize the present as a most opportune 
time for the accounting profession itself to 
take a more definite and aggressive stand in 
favor of disclosures to the public that are com­
plete, authoritative, and informative.
N a t u r e  o f  So m e  C u r r e n t  P r o b l e m s
General interest on the part of the public, 
combined with the unusual situations which
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exist today in many business organizations, 
make it particularly desirable at this time that 
published financial statements set forth facts 
in such a way that their import may be clearly 
understood. Conventional methods of treat­
ing or valuing such items in the balance sheet 
as fixed assets, investments, receivables, in­
ventories, and various kinds of surplus, while 
perhaps adequate in more normal times of 
relatively stable price levels, may fall short 
of what is desirable at times when many busi­
ness organizations are faced with problems of 
accounting for extraordinary losses which 
have been due to forces beyond the power of 
management to foresee or to control. The 
same comment may be made as to the income 
statement, the chief problem here being not 
so much the matter of valuation, as the ques­
tion whether particular losses are chargeable 
against current income, or whether they may 
more properly be lodged direct against some 
surplus or reserve of a prior period.
In this connection it is worth observing 
how problems of practical accounting vary in 
importance from time to time. In the short 
space of less than three years the emphasis has 
shifted very completely. During 1930 a nota­
ble issue about which a great deal was heard 
and written was the manner of treating peri­
odical stock dividends in the accounts, and of 
taking up income therefrom. While numer­
ous methods of showing both payment and 
receipt of such dividends were developed, ob­
jections to practically all of them were raised 
on one ground or another. Those who adopted 
a stand somewhere between the two extremes 
of taking up stock dividends at market value 
upon receipt, and not showing them as income 
at all, as did the listing committee of the New 
York Stock Exchange, were soundly criticized 
by advocates of both more liberal and ultra- 
conservative policies. This controversy has 
now faded almost completely from public at­
tention, not because it was ever satisfactorily 
resolved, but because the receipt of stock divi­
dends has become such a relatively rare occur­
rence.
Losses P r e d o m in a t e
Today, in fact, by contrast, the interest seems 
to center more on methods of handling losses 
rather than profits or income. While some of 
the current losses of many firms and corpora­
tions are properly subjected to no unusual ac­
counting treatment, other losses may undoubt­
edly be classified as extraordinary or abnormal, 
and shown accordingly. Such showing in the 
accounts must be justifiable on the basis that 
they have arisen not through the ordinary op­
erations of the business, but by reason of ex­
traordinary and external economic and finan­
cial conditions. While it seems difficult to 
state any more definite criteria for segregating 
such losses, it is not so difficult to classify them 
in several ways, and to examine various meth­
ods of treating them in preparing financial 
statements.
From a relative viewpoint, these extraordi­
nary losses may be divided into two groups; 
those that have actually been realized, and 
those that have not yet been liquidated. The 
latter group, of course, includes losses reason­
ably sure to be found extensive and irretriev­
able, as well as those which may prove to be 
only temporary in character. From the view­
point of the accountant, extraordinary losses 
fall naturally into two different categories, 
that of capital losses chargeable direct to sur­
plus and that of current losses which should 
be reflected in some way in the income ac­
count. From a financial, credit, or investment 
viewpoint, the distinctions would be rather 
between losses in fixed assets, and losses of 
current assets, or between losses of earning 
power and of working capital.
T h e o r ie s  o f  B a l a n c e -Sh e e t  V a l u a t io n s
Before proceeding to any detailed discus­
sion of these various kinds of losses, and the 
theories governing the treatment of them in 
the balance sheet, mention should be made of 
the several concepts of this important docu­
ment. It has been stated in a recent treatise 
on business accounting, written from the legal 
viewpoint, that the balance sheet and income 
represent an attempt to unite in these two 
accounting documents at least four separate 
types of information, which are enumerated 
as those relating to (1) proprietary interest,
(2) result of operations, (3) valuation, and
(4) quality of assets or liabilities. Eliminating 
the second type of information as that ob­
viously shown by the income account, there 
remain three things that the balance sheet is 
assumed to tell, to which may be added cer­
tain margins for readjustments, such as sur­
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plus and reserves. Elaborating somewhat on 
these elementary legal concepts, it is found 
that proprietary interest connotes the historical 
record of such expenditures as have been clas­
sified as capital rather than revenue. The 
other two types of information, represented 
by valuation and quality, relate primarily to 
the balance sheet as showing the nature and 
present appraisal of the various assets and lia­
bilities of a business.
From these somewhat legalistic concepts it 
it possible to evolve the fundamental nature 
of the balance sheet as it is thought of from 
different viewpoints. The accountant considers 
the balance sheet, necessarily to a large extent, 
historical and conventional in character, and 
regards as unimportant the fact that certain 
assets are stated obviously far above or below 
true values. The economist on the other hand 
visualizes the amounts shown for various assets 
in the balance sheet as valuations at a given 
point of time, which should represent at least 
the approximate real value of the assets as 
part of a going concern. A  third viewpoint 
which may be noted is that of the investor 
who would like balance-sheet values directly 
to indicate present and future earning power. 
However, no modern Jeremiah has as yet 
brought forth any successful formula for 
achieving this desirable but elusive ideal.
T h e  In e v it a b l e  C o m p r o m is e
Somewhere between the accountant’s tra­
ditional theory of the balance sheet as an his­
torical record, and the economist’s concept of 
this document as an instantaneous photograph 
representing actual current values, must be 
found the true picture. The accountant is fre­
quently loath to admit that fixed assets should 
be shown in the books, and on the balance 
sheet as other than what the records show that 
they actually cost, less proper depreciation; 
the economist likewise looks with suspicion 
upon any "book value” which may be out of 
line with reasonable appraisal at the current 
general price level.
The objection to the accountant’s conten­
tion is usually based on two arguments: First, 
historical costs, in most cases, are not true out- 
of-pocket costs, as for instance where plants 
have been acquired through consolidations or 
purchased by stock issues; and secondly, in the 
comparatively few cases where historical book
value does represent true cost, that figure may 
readily become meaningless with a major 
change in the general price level. The econ­
omist’s ideal of balance-sheet values repre­
senting current cost of reproduction, less 
depreciation, or present sound value, is im­
practicable of realization, because differences 
of opinion would restrict such values to mere 
estimates, and because constant revisions, 
which are entirely impracticable, would be 
necessary.
The compromise required to reconcile these 
two conflicting viewpoints is not easy to reach. 
It seems to be generally agreed, however, that 
the accountant’s leaning toward historical ac­
curacy must at times give way to the stern 
reality of economic necessity. It is obviously 
improper and unfair to seek new capital for 
an enterprise on the basis of showing plant 
and equipment carried on the books at 150 or 
200 per cent of its reasonable present value, 
even as a going concern. The economist like­
wise must be satisfied with some showing for 
fixed assets which will approximate his ideal 
sufficiently so that they may be carried in fu­
ture on a basis of added actual capital ex­
penditures, less depreciation, and not sub­
jected to revaluations except under the most 
abnormal economic conditions.
D e p r e c ia t io n  o f  Fix e d  A ssets
It is upon the basis of some such compro­
mise that methods of exhibiting extraordinary 
unrealized losses in the value of fixed assets 
must be found. Accounting for such losses 
constitutes one of the most pressing problems 
which corporate management today faces. 
Normal losses of this kind, of course, appear 
in the accounts as provision for depreciation 
or retirements. When the normal loss in 
value, due to wearing and obsolescence, is ac­
centuated as under current conditions by a 
changed price level, and the present fair value 
becomes substantially less than the depreciated 
book value on the historical cost basis, a de­
parture from this basis seems to be in the in­
terest of sound accounting. Not to make such 
a change must result, in effect, in charging 
earnings of future periods not only with the 
losses in fixed asset values which occur therein, 
but also with losses which will already have 
taken place. It seems, therefore, that failure 
to reflect by appropriate write-offs such major
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unrealized losses in values would render mis­
leading future income accounts as well as 
present balance sheets.
In any consideration of this question, the 
different natures and objectives of deprecia­
tion and amortization on charges must be 
clearly distinguished. The accountant will not 
fall into the common error of regarding de­
preciation charges as a matter of replacement 
or renewal costs, but the layman is sometimes 
apt to consider depreciation as providing in 
some way for the amortization of the asset to 
which it is applied. If it be clearly kept in 
mind that depreciation is merely a matter of the 
charge against revenue representing a proper 
share of costs already incurred, the propriety 
of reducing this charge as an incidental effect 
of writing down fixed assets to present sound 
value becomes evident. A portion of the 
original cost, now representing excess valua­
tion, is written off immediately against past 
profits or present capital, instead of remaining 
to be charged against future revenue. The 
question of providing out of either current 
income or surplus a sinking fund for the re­
placement of a fixed assets at the estimated 
end of its useful life is, of course, a different 
matter.
The usual method, where it is decided to 
write down the fixed assets to amounts more 
closely approximating , their present sound 
values, is to charge the required write-off to 
some previously existing surplus. Should none 
exist, a reduction of par or stated value of 
capital stock or other readjustment giving ef­
fect to a similar result would seem to be re­
quired.
Some of the limitations which the account­
ant believes should be observed in steps of 
this character, as recently set forth by one 
authority, may here be noted. The percent­
age of reduction in capital value should be 
less than the percentage of decrease in gen­
eral construction costs, in order to insure that 
future depreciation charges may be not less 
than those computed on replacement costs at 
current levels. The amount of the reduction 
required should be substantial, moreover, to 
justify the change, and the revised asset value 
must be carefully determined on some rational 
basis. All details of the action taken should 
be disclosed in the accounts, and the matter 
of justice to holders of prior securities must 
be considered.
A d v a n t a g e s  o f  R e v a l u a t io n s
From the viewpoint of management, prin­
ciples of sound financial policy clearly seem 
to favor the restatement of fixed asset valua­
tions as logical and justifiable. The principal 
matter to be considered, of course, is recogni­
tion of the changed general price level, and 
the desirability of using the same sized dollar 
in the balance sheet, and in the income state­
ment. The more nearly accurate charge for 
depreciation which will result has already been 
mentioned. Other factors to be considered 
include the consequent effect of such read­
justment on items like taxes and insurance 
premiums. As to taxes, the tendency would 
be to reduce liability for property taxes, and 
increase that for taxes based on income. Re­
ductions of insurance carried seems an ob­
viously desirable development, in view of the 
fact that insurance companies, in adjusting 
claims for loss, will base their settlements in 
any case on current values irrespective of cost. 
Trends in style of the product that will af­
fect the useful life of present assets, possible 
improvement in the design of equipment con­
tributing to its obsolescence, and changes in 
products, quality and manufacturing processes 
are all additional factors to be taken into 
consideration. Reductions in capital structure, 
and transfers of certain amounts from capital 
stock to surplus accounts cannot of themselves 
afford more than temporary relief, and unless 
accompanied by needed revision of plant asset 
valuations, such changes may constitute only 
an accounting adjustment having no effect 
upon earnings. There are probably many busi­
ness situations today in which a write-down 
of fixed assets would be thoroughly in accord 
with sound financial policy.
Most authorities seem agreed, however, that 
more drastic write-downs of plant account 
than the limitations already suggested would 
sanction are to be deplored. The effect of 
writing down fixed assets to merely nominal 
amounts is to render future income accounts 
and statements of earnings wholly misleading. 
To make no charge against future revenues 
for the using up of fixed assets is in effect to 
facilitate and encourage the payment of divi­
dends out of capital. This practice seems to 
be fully as bad as, if not worse than, that of 
requiring future income to bear excessive de­
preciation charges, based on artificially high
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plant-account values. The accountant there­
fore seems fully justified in taking a firm stand 
against such practices, even though they seem 
to be features of a number of recent reorgani­
zations. Such a complete disregard of existing 
values is a deceptive practice which should be 
rejected likewise by responsible management.
The accountant is apparently on solid 
ground, from the legal as well as the economic 
viewpoint, in basing depreciation allowance 
upon reasonably determined present value in­
stead of upon cost. The Supreme Court seems 
fully to have sanctioned the former basis by 
its decision in the case of United Railways and 
Electric Co. vs. West (280 U. S. 234), de­
cided January 6, 1930. An unusual situation 
arises, however, in applying the principles of 
this decision to conditions today, because the 
decision was based on the premise of present
value being higher than cost, instead of lower. 
For this reason accountants generally have 
considered the dissenting opinions in this case, 
particularly that of Mr. Justice Brandeis, to 
be more in accord with good accounting 
theory and practice. The true nature of the 
depreciation charge is set forth with great 
lucidity in this latter opinion, but some of 
the arguments therein favoring the cost basis 
lose their force when replacement value has 
fallen below original investment.
We may conclude that there is ample justi­
fication in many business situations today for 
rational revaluation of fixed assets. When 
done on a sound basis, and with due regard 
for the various factors to be considered, this 
step seems to be in accord with recognized ac­
counting, economic, and legal principles.
(Continued next month)
Work-Dollars, and How to Get Them 
to Work
By P a u l  D. Seg h e r s , C.P.A., New York City
M ORE currency is needed in active circula­
tion, but the very fear of inflation, even 
if not fully warranted, would do much harm. 
More money in the hands of those who would 
buy if they had the means to do so would 
quickly end the present deadlock, where 
goods, factories and workers are all idle, one 
needing the other.
As an emergency measure that would quickly 
improve conditions and by starting up the 
circle of distribution, sale, consumption and 
production, perhaps start the long-awaited 
economic recovery, the following plan is pro­
posed for issuing "Work-Dollars” :
Predetermined quantities of basic, essential, 
non-perishable commodities should be fixed, 
against which would be issued by the Govern­
ment "Work-Dollars” at the average fair 
market value of such commodities for the 
week preceding the date on which the pl an 
should go into operation. The idea in limiting 
the quantity of each product to be accepted 
under the plan, would be to prevent lack of 
confidence and give everyone a clear idea of 
what might be expected. Only such commodi­
ties and such quantities should be fixed as
could normally be absorbed within varying 
periods of from six months to two years. For 
instance, the quantity of refined sugar would 
be fixed at the difference between the esti­
mated normal consumption for one year and 
the actual consumption for the most recent 
period of twelve months. Stocks of "dis­
tressed” merchandise in excess of such normal 
consumptive demand would not be accepted 
under this plan for the issue of "Work- 
 Dollars.”
These "Work-Dollars” should resemble in 
form and denomination the present currency 
of the United States. Just as a paper dollar is 
in fact a warehouse receipt for an actual 
silver dollar in storage in Washington, and as 
a Federal Reserve note is, in fact, largely 
backed by the pledge of instruments of bank­
ing credit, these "Work-Dollars” would be, 
in fact, warehouse receipts for actual, real 
commodities having an equal value.
Just as the holder of a paper dollar or of 
a ten-dollar gold certificate can demand and 
receive the silver or gold which is in storage 
back of it, so the holder of such "Work-Dol­
lars” would have the right to demand and re­
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ceive an equal value of any of the commodities 
which had been stored under the plan.
Without going further into details, let us 
see, in a general way, how the plan would 
work out.
Farmers would turn in their products at 
their nearest warehouse and its warehouse re­
ceipts (issued under the Federal warehousing 
act) would be exchangeable for "Work-Dol­
lars” in small denominations, at the average 
fair market value of the product for the week 
preceding the date on which the plan went 
into operation. Producers of many other com­
modities would do likewise, including such 
products as refined sugar, common lumber of 
different kinds, fertilizer, gasoline, automobile 
tires, shoes, hats, and underclothes, cotton and 
woolen goods, stockings, etc., up to the quan­
tities fixed by the plan.
The farmer, with his "Work-Dollars,” 
would say to his local merchant: "Well, 
John, this new money isn’t legal tender—you 
don’t have to take it, but I owe you a little 
bill, and I’d like to settle it and get some of 
the things I need. If it comes to the worst, 
you know, you can send away and get goods 
you need direct from the warehouses—rubber 
tires and clothing and fertilizers, and so forth. 
But I hardly think that will be necessary. I 
am sure that if you put it up to the wholesaler 
the same way, he’d a whole lot rather take this 
new money than keep waiting for what you 
owe him, since he can use it to stock up the 
same way and resell to you at a profit rather 
than have you draw out the goods direct.”
And the manufacturer, who had put some 
of his stocks in storage under this plan, would 
say to his men: "Now, here’s a chance for 
you to get back to work, even if I will have 
to pay you principally in these "Work-Dol­
lars.” If you want to do it, I am sure that 
you will be able to get your dealers to take 
this form of payment for most of the things 
you need, since they, in turn, can either use it 
to obtain goods of different kinds direct from 
the bonded warehouses, or else pass it on 
through their wholesalers.” At least this is 
what any forward-looking manufacturer would 
do, who realizes the vital importance to every 
owner of property to employ that property 
usefully, if he expects to continue to own  any 
kind of property much longer.
And all the money that is being spent today 
for charity—if spent through the medium of
buying these "Work-Dollars” in the way that 
would help the plan the most, and then using 
the "Work-Dollars” to distribute direct to the 
needy as well as to obtain supplies for distri­
bution—would give a tremendous impetus to 
the successful operation of the plan.
How would it affect the workers? That is 
the hardest question to answer, and the most 
important, because unless all are helped, the 
plan would not be successful in its principal 
aim. That the plan would be of immediate 
help, and of very great help, to the unem­
ployed, there is no question. Even if they 
could get nothing but "Work-Dollars” for 
their labor, and were cheated in many in­
stances when they came to dispose of them, 
still they would be far better off than to be 
without employment. Consumers could be 
protected by a system of retail distributing 
centers which would carry stocks of the com­
modities most in demand under the plan, and 
have arrangements for obtaining any other 
such products.
It is probable, however, that at the begin­
ning, only those would turn in their goods 
who had more than they were able to dispose 
of in any other way, with the idea of using 
their "Work-Dollars” to obtain, direct, such 
products as they might feel to be of more 
immediate value to them than the unsalable 
stocks on hand. For instance, a farmer might 
turn in tobacco and send away for fertilizer. 
Another might turn in corn and send for 
automobile tires—perhaps a number would 
plan to use their "Work-Dollars” to get a can 
of gasoline, and divide it. But soon the 
"Work-Dollars” would be flowing through 
the ordinary channels of commerce, and from 
the start conditions would improve, indirectly 
due to the increased use of transportation 
facilities and the use of labor in connection 
with commodities such as bricks, lumber, 
paint, etc. With the great need existing today 
for the restoration of commerce and industry, 
enough far-sighted producers of products 
such as gasoline, automobile tires, etc., would 
undoubtedly come in under the plan in order 
to help to make it a success, even though they 
might not feel it to be of immediate benefit 
to them so to dispose of their surplus stocks. 
Perhaps such a manufacturer as Henry Ford 
would offer to sell his cars for "Work-Dol­
lars,” and from that moment the plan would
be a success.  (Continued on page 186) 
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Taxation of Capital Employed in 
Interstate Commerce
By C. W . K in g , Attorney for Oklahoma Tax Commission
HEN the Supreme Court of the United 
States in the Bank tax case said "the 
power to tax involves the power to destroy,” 
it meant an unlimited power of an original 
and unrestricted sovereign State. When the 
power to tax is exercised by a State of the 
American Union under restrictions requiring 
equality of treatment, guaranteeing due pro­
cess of law and prohibiting the impairment of 
contract, the presumption of the exercise of 
that power to the point of destruction must 
fall. The simple reason is that if the power 
to tax a given subject is limited to the same 
rate and form of taxation applied to that 
subject within the sole jurisdiction of the 
State, no presumption of law obtains that such 
State would tax its own institutions to the 
point of destruction. In other words, there 
is no legal presumption that a State will 
commit governmental suicide by taxing its 
own institutions or subjects to the point of 
destruction or serious impairment. That slo­
gan— "the power to tax is the power to de­
stroy” is the basic, and often repeated, reason 
for holding that the subject matter of inter­
state commerce cannot be taxed by the states, 
along with federal instrumentalities, agencies 
and other subjects, not within the taxing 
power of the states.
At the time of its adoption and applica­
tion, in the case of McCulloch v. Maryland, 
4 Wheaton 316, 4 L. Ed. 579; there was no 
consent of Congress, coupled with a limita­
tion of the power, to the effect that such in­
stitutions as the federal banks should not be 
taxed at a greater rate or in a greater amount 
than like institutions organized under the 
laws of the taxing State. The Congress of 
the United States remedied this manifest in­
justice by authorizing the several states to levy 
the same measure of tax against national 
banking associations that such State applied 
to other financial institutions whose moneyed 
capital is employed in competition with such 
national corporations.
The clause of the Constitution of the 
United States which vests in the Congress
exclusive control over interstate commerce also 
confers upon that Congress equally plenary 
power and jurisdiction over commerce with 
the Indian tribes. In fact, the subjects of 
commerce with foreign nations, commerce 
among the several states and commerce with 
the Indian tribes are placed in the same cate­
gory and the power over each is couched in 
one sentence.
The power to coin money and provide for 
its circulation throughout the states of the 
Nation through the agencies of the central 
government, to-wit: national banking associa­
tions, is perhaps the most exclusive federal 
jurisdiction conferred upon Congress. The 
exercise of such power is the most complete 
federal instrumentality vouchsafed under the 
Constitution, yet the Congress has permitted 
the states to tax the agents and instrumentali­
ties through which the legal tender of the 
Nation is issued and placed in circulation.
As to the Indians, the jurisdiction of the 
Congress is complete. The property of the 
Indian, the income therefrom, mineral prod­
ucts derived from leases on restricted Indian 
lands, such as lead and zinc and oil and gas 
were, according to many pronouncements of 
the Supreme Court of the United States, 
wholly immune from State taxation. Not 
only that, but that high Court went a step 
farther, and has uniformly held, that, even 
what is known to all miners and oil and gas 
producers as the working interest, as com­
monly applied, the seven-eighths interest 
which goes to the lessee, who is either an un­
restricted white man or an oil-producing cor­
poration, are likewise immune from taxation 
either ad valorem, income, excise, or other 
form. Such holding is based upon the same 
old slogan that "the power to tax is the power 
to destroy.”
From the crying injustice and inequality of 
the foregoing, the Congress of the United 
States, in extending the restrictions and trust 
period for various Indian tribes, as a result of 
pressure from other taxpayers of the states 
affected, principally and mainly the State of
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Oklahoma, relaxed the rigor of the rule and 
provided in such Acts that the production 
from oil and gas and lead and zinc and other 
minerals produced from restricted Indian lands 
should be subject to the same forms of taxa­
tion as applied to like minerals produced from 
the lands of unrestricted citizens.
There may not be perfect analogy between 
the foregoing citations and the power of Con­
gress over interstate commerce but the ex­
amples are made a matter of reference for the 
sake of illustrating that the plenary and ex­
clusive power of Congress over a subject mat­
ter is no insurmountable barrier to the taxa­
tion of that property upon an equal basis 
with like property in a given State.
The tendency of modern advancement in 
the matter of taxation in every State in the 
Union is away from ad valorem property tax.
It is no answer to the immediate demand 
of the states to be permitted to tax capital 
employed in interstate commerce, that the 
states now have the power to tax physical 
properties ad valorem where there is a fixed 
situs in that State. Every person or corpora­
tion engaged in intrastate business in a given 
State pays ad valorem taxes upon its property, 
yet it is also subject to the corporation fran­
chise tax, excise taxes, occupation taxes, stamp 
taxes and various and sundry other taxes. 
These are all withheld from the State’s power 
when dealing with interstate corporations, as 
unlawful burdens on interstate commerce, 
which the courts say may not be touched by 
the sovereign taxing power of a sovereign 
State. Why? Because "the power to tax is 
the power to destroy.”
At the meeting of this Conference in St. 
Louis in 1925 a proposal was made by resolu­
tion asking the Congress to permit the taxa­
tion by states of the restricted property of 
Indians. Since that date by every Act of 
Congress wherein an extension of Indian re­
strictions has been made or the trust periods 
prolonged, permission has been granted to the 
State to apply the same measure of taxation 
to the properties as is applied to the unre­
stricted citizen or corporation.
At the meeting of this Association at At­
lanta, Georgia, a year ago, a resolution was 
offered seeking the influence of this body and 
its members to induce the Congress to render 
further justice by the passage of an Act that 
would permit the several states to apply the
same measure of taxation to property and 
business employed in interstate commerce 
within the given State that such State applied 
to any property and business employed in 
internal commerce, commonly known and re­
ferred to as "intrastate commerce.” Immedi­
ately following the introduction of this reso­
lution and the subsequent recommendation of 
this Conference that it be considered by the 
Program Committee for discussion at this 
time, a Bill embodying the principles herein 
advocated, was introduced in each House of 
Congress and referred to the respective com­
mittees.
The Senate Bill, being No. 3074 of the 
72nd Congress, referred to the Committee 
on Finance, reads as follows:
"That each of the several states may levy 
and collect license, franchise, gross revenue, 
registration, or any other forms of taxes 
upon, or measured by, any property em­
ployed, or business done, within such State, 
in interstate commerce, in the same manner 
and to the same extent as such taxes may be 
imposed under the constitution and laws of 
such State upon like property employed, 
and business done, in commerce wholly 
within the State, except that (a) in no case 
shall the tax imposed be at a greater rate 
than is assessed upon like property em­
ployed, and business done, in commerce 
wholly within the State, and (b) nothing 
contained in this Act shall be construed to 
authorize the taxation of the same property 
and business by more than one State.”
The House Bill is the same, and was re­
ferred to the Committee on Ways and Means 
of the House.
To the members of this body, of course, 
it is unnecessary to discuss the maze of con­
fusion resulting from the inability of the 
states to levy special license fees or excises 
upon that portion of the capital stock of 
corporations represented by its investment 
employed in interstate commerce. The large 
per cent of the time of the courts both fed­
eral and State is taken up in the determination 
of whether this or that franchise or corpora­
tion tax impinges upon interstate commerce. 
In the State of Oklahoma alone there is now 
pending a large number of cases wherein the 
issue is whether the corporation license tax 
is an unlawful burden upon the capital of 
the company employed in interstate commerce.
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A reading of the decisions of the courts shows 
that the condition is common to almost all 
the states in the Union. Even the net income 
tax acts of some states are attacked on the 
ground that the income against which the tax 
is laid is the result of interstate commerce 
transactions. With the consent of Congress 
to lay the taxes named upon the entire capital 
employed in both intrastate and interstate 
commerce within the taxing State, the bulk 
of this litigation will be minimized if not 
eliminated. The only question that will re­
main will be that of allocation which is purely 
a bookkeeping or accounting proposition. 
The question will be raised in the minds of 
some as to what will happen in case of phy­
sical inability to separate the interstate from 
the intrastate business of a given company, 
operating in a number of states, such as tele­
phone, telegraph and power companies. In 
the first place, let it be said that a mathematical 
nicety in this respect is not required. Accord­
ing to the decisions of the courts a substantial 
approximation so long as there is a depend­
able standard is sufficient. No exact uniform­
ity is possible nor has it ever been applied in 
taxation apportionment.
As is well known by every Tax Commis­
sioner present, the most intricate question is 
presented by a case where the interstate and 
intrastate business is practically inseparable 
within a given State, resulting in the holding 
by the courts, that in such case the State 
cannot tax the value of the capital employed 
intrastate. Separation of the interstate from 
the intrastate would not be necessary under 
the law herein sponsored, applying the tax 
equally to both and, as hereinbefore stated, 
the only question which might cause any con­
fusion would be that of allocation between 
states. This problem could well be solved at 
least with very close approximation, in the 
first instance, by the taxpayers themselves. A 
formula of apportionment based upon pro­
portion of gross income, invested capital, 
mileage, or some other formula would be 
sufficiently accurate to satisfy the law as to 
situs within the respective states. The returns 
of many taxpayers under present corporation 
license or franchise statutes undertake to show 
that their business conducted in a given State 
is wholly or largely interstate thereby casting 
upon the officers of the State, charged with 
the enforcement of those laws, the burden
of determining that portion to which the tax 
may apply. The best formula that may be 
adopted, with the greatest responsibility pos­
sible placed upon the taxpayer to make the 
division or separation, remains the subject of 
much confusion to those charged with the ad­
ministration. The interstate portion of a com­
pany’s business in a given State enjoys the 
same police protection and has all the ad­
vantages that the State government affords to 
intrastate commerce, and it is manifestly un­
just that interstate companies should only pay 
the naked ad valorem tax upon property hav­
ing a fixed situs in the State and escape all of 
the other forms of tax, while those companies 
engaged in intrastate business pay the ad 
valorem tax upon their physical properties 
and are also subjected to the other forms of 
license, franchise, excise and other special 
taxes. In the light of the tremendous spread 
of corporation enterprise through holding 
companies and consolidations, it is unfair to 
the states for the interstate corporation to be 
relieved of the same measure of tax that its 
competing corporation engaged internally is 
compelled to pay. To pursue this line of dis­
cussion before this body is useless because the 
condition is well known to each of you.
All argument, as to the condition presented, 
and the necessity for the consent of Congress 
to permit the states to tax capital employed 
in interstate commerce would be idle without 
some reference to show that Congress may 
legally grant such power to the states. There 
may be those who on first consideration would 
say the provision of the Constitution pro­
hibiting states from laying imposts or duties 
would operate to prevent the states from the 
levy of an excise or license tax upon capital 
employed in interstate commerce. The Su­
preme Court of the United States in the early 
history of our country settled that question 
for all time, in the case of Woodruff vs. Par­
ham, 75 U. S. (8 Wall.) 123, and in Dooley 
vs. The United States, 183 U. S. 151. In the 
cases cited, the court held:
"The word 'impost’ as used in the Con­
stitution, providing that no State shall, 
without the consent of Congress, levy any 
imposts or duties on imports or exports 
does not relate to the shipment of goods be­
tween States, but to those brought in from 
foreign countries.”
( Continued on page 186)
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Reserves
By M y r o n  M . St r a in , C.P.A., San Francisco, California
I F there is any other subject inside or outside
the field of accountancy that is beset by so 
many confusions, complications and contradic­
tions as that of "reserves,” I have yet to hear 
of it. Save for the fact that the term is usually 
applied to a credit account, there seems to be 
no phase of the matter about which there is 
any unanimous agreement. The authorities 
and textbook writers do not agree with each 
other. The practitioners not only do not agree 
with each other, but many reports of identical 
authorship betray an inconsistent philosophy 
on the part of the individual responsible for 
them. The difference begins at the beginning 
with the definition of reserves, extends all the 
way through the matter of their significance 
and use, and ends with a profound and gen­
eral disagreement as to their classification and 
position on the balance sheet.
How many different kinds are there ? Mont­
gomery classifies three, Couchman four. Dick­
enson contents himself with two, while Pro­
fessor Finney, using also two major categories, 
adds a third minor one for appreciation credits. 
It is not to be supposed, however, that the 
basis of these classifications is uniform. Col­
onel Montgomery and Mr. Couchman give 
functional classifications, that is, valuation, 
liability, and surplus, except that Mr. Couch­
man, like Professor Finney, labels appreciation 
credits as an additional reserve. Mr. Dicken­
son classifies them as "necessary” and "vol­
untary,” while Professor Finney strangely 
bases his categories on source, and refers to 
them as "profit and loss” and "surplus” re­
serves.
If we hope, however, for any more agree­
ment among practitioners than that exhibited 
by the authorities, we are going to be disap­
pointed. Here we have, added to uncertainty 
and divergence of view, what seems to be an 
almost fantastic callousness. In the first place, 
the descriptive titles given to reserves are in­
ordinately vague, ambiguous and sometimes 
wholly meaningless as, for example, "General 
and Contingent Reserves,” shown in the last 
certified balance sheet of a leading American 
industrial company, "For General Contingen­
cies,” in another, and "Reserves, $1,399,-
674.58” among the liabilities of a third. Next, 
while there are certain vague elements of 
agreement among the authorities as to the 
treatment and balance-sheet position of re­
serves, there is not the most rudimentary sense 
of order or even of apparent reason in their 
disposition by some of the leading practi­
tioners. I cull the following samples from 
reports before me, all certified by national 
firms of the highest dignity and standing: 
Firm "A” of Public Accountants.
1. Motor car manufacturer:
Among liabilities appears a "reserve” 
classification which includes reserves 
for:
Depreciation (a valuation item). 
Employees’ Investment and Savings 
Funds (a liability item for cus­
tody of trust funds).
Employees’ Bonus (presumably a 
liability for an accrued expense). 
Sundry and Contingent (?).
2. Machinery Manufacturer:
A "reserve” classification appears 
among liabilities which includes 
reserves for:
Depreciation (a valuation item ). 
Possible Inventory Losses (the clas­
sification of which would depend 
on the degree of the "possibility” 
of the loss).
Cash Discount, Returns and Bad 
Debts (a valuation item).
Group Life Insurance (presumably 
a liability).
"Contingencies” (?).
The total of these reserves, which is 
added to the corporation’s debts, is 
approximately $33,000,000.00
3. Machinery Manufacturer:
In contrast with the treatment accorded 
to similar items on the balance 
sheet of Machinery Manufacturer 
(No. 2), Firm "A” here deducted 
bad debt reserves from accounts re­
ceivable, and depreciated reserves 
from capital assets.
Firm ”B” of Public Accountants.
Public Utility Company:
168 THE CERTIFIED PUBLIC ACCOUNTANT March,
Reserves for depredation are included, 
on the liability side of the balance 
sheet, under the caption, "Surplus 
and Reserves.”
Firm "C” of Public Accountants.
Manufacturing Company:
The "reserve” classification, shown 
among liabilities, includes the two 
following items, either of which 
might indicate any degree of liabil­
ity, although the latter is probably 
a not unsubstantial part of net equity: 
Reserve for Insurance, Workmen’s 
Compensation, etc.
General Reserve (approximately) 
$37,000 ,000 .00 .
Firm r'D” of Public Accountants.
Machinery Manufacturer:
Among liabilities the following re­
serves are shown:
Reserve for Development.
Reserve for Contingencies.
"Special Reserve.”
But the following caption is included 
as a subdivision of Surplus:
Surplus Appropriated for Redemp­
tion of Preferred Stock.
It is merely a carping and finicky technical­
ism that complains about these variant views 
and practices? Is the problem outside the 
scope of the practical accountant’s reasonable 
interest? I think not. I believe that it has an 
important bearing on his presentation of the 
financial position of his clients, and is thus 
of the most immediate and practical impor­
tance to his craft. Too many balance sheets 
which I examine seem to suggest to me that 
their authors thought of them too much as a 
problem of "filling in” prescribed forms or 
of preparing typographically attractive ex­
hibits, rather than as a problem of lucid, in­
formative exposition of significant financial 
data. To the latter and all-important function, 
several basic, elementary conditions are neces­
sary. Financial position, certainly, cannot be 
displayed by any device which does not dis­
close the valuation assigned to assets, nor the 
amount of debt, nor the estate of the owners. 
These three disclosures are the primary and 
indispensable factors in any statement of any 
financial position, and without them no such 
statement is even conceivable. And, I further
submit, any treatment of reserves which, even 
if it does not make it impossible to ascertain 
these factors, makes a revision of the balance 
sheet a necessary prerequisite to such ascertain­
ment, is a needlessly bad and obscure method 
of treating them.
At the risk of being disagreeable, I wish to 
emphasize those words "needlessly bad.” 
Actually, it seems to me that the harrassing 
differences which we have been exploring 
have very little sound reason for existing. 
Furthermore, in spite of their existence, the 
overwhelming bulk of opinion and practice 
runs against them. What is amiss in this, as 
in so many other disputed sectors in the bat­
tle ground of accounting theory, is a serious 
lack of the sense of functional distinctions in 
the work and technology of our subject. We 
lose track of the essential character of reserves 
with respect to the work they are designed to 
do, the functions they are intended to fulfill. 
A glance at those functions instantly provides 
an answer to the problem of what to do with 
them, so conclusive and so inescapable that 
one wonders why any differences exist. We 
overlook the one prime and compelling fact 
that reserves are inevitably and invariably a 
balance-sheet device, and that as such, their 
sole purpose is to participate in forward the 
balance-sheet function, which is, of course, 
the exposition of financial position. Hence 
they must be considered merely as incidents to 
the work of displaying values, debts, or 
equities.
This view of the matter obviously and im­
mediately bars consideration of the source of 
reserves as a determinant of their treatment 
in the balance sheet. Whether they are derived 
from current or past earnings, or from any 
other source, is a question wholly irrelevant 
to their work of revising asset valuations, dis­
closing debt or classifying equities. The func­
tion of the reserve is to contribute to the ac­
countant’s explanation of financial position by 
doing one of these three things. The source 
from which it is derived is wholly immaterial 
to this function, and to permit it to obscure or 
even defeat the balance sheet’s function is 
simply illogical and foolish. Yet considera­
tions of source seem to be the acknowledged 
basis for most of the follies perpetrated in 
the name of reserves, even though they are 
not carried to a logical and consistent conclu­
sion in practice by their proponents. Certainly
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they are a very feeble reason for treating a 
reserve for depreciation, for example, as a 
liability. Depreciation, upon which I surely 
need not elaborate here, is merely a conversion 
of portions of fixed properties into inventories 
or other current services. It represents a les­
sening in one kind of value by, through manu­
facturing or other processes, its conversion into 
another form, and the credit for it represents 
as definitely characteristic a deduction from 
the valuation of the specific asset to which 
it applies as a credit to cash or to accounts re­
ceivable. That depreciation is "estimated” is 
merely beside the point. It is the most accu­
rate and dependable data available, and the 
fact that it is an imperfect measure of de­
creases in value, assuredly does not justify 
treating it as if it were some other thing than 
a measure of decreases in value. The chief, 
perhaps the only purpose served by entering 
depreciation credits in an account separate 
from that devoted to the asset, is to permit 
more convenient analysis of the two accounts. 
Yet we repeatedly see this minor bookkeeping 
device transformed into a major distortion of 
financial position by the inclusion of the 
credits among enterprise debts.
Is this of any practical importance? It is, 
if the balance sheet is of any practical im­
portance. The purpose of that document, as 
I have repeated and intend to repeat again 
and again, is to elucidate financial position;
i.e., asset values, debts, and equities. Here we 
have a procedure which overstates asset values, 
overstates debt, and distorts the relation be­
tween debt and net worth. If the reader of 
such an exhibit wants to secure the informa­
tion which it is intended to convey, he has to 
take it apart and revise it. If he doesn’t do 
this, one has only to consult the works of 
Gilman, Bliss, Wall, and Dunning and the 
other authorities by which serious students of 
accountants’ reports guide themselves, to ob­
serve just what kind of misinformation, and 
in what large variety, has been supplied to 
him.
Still worse are the cases in which we find 
surplus reserves, which are mere sections of 
surplus to which dividend-inhibiting tags have 
been attached, and which reside in a halfway 
house between completely distributable surplus 
and completely undistributable capital stock, 
treated as liabilities. They are no more debt 
than capital stock and surplus are debt. Such
reserves as reserves for sinking funds, for pre­
ferred stock redemption, for expansion, and 
for capitalization of surplus, without specified 
reasons, plainly and clearly should be taken 
into the book value of corporate shares and 
into the net worth of corporations for pur­
poses of comparison with debt, for computa­
tion of the rates of return and of "net worth 
turnover.” To show such reserves as a debt, 
as is frequently done, and frequently in huge 
amounts, is to mislead the unwary materially 
and gravely, and to cause needless trouble and 
exasperation to the wary. The procedure may 
display financial condition, in a muddy sort 
of way, but it assuredly does not do so "fairly 
and correctly.”
In the last and most serious crime com­
mitted in the name of reserves, however, it 
cannot be said that the balance sheet which 
commits it displays financial position at all. 
If language has any meaning whatever, it is 
surely quite impossible to display financial 
position without disclosing the amount of an 
enterprise’s debts and the amount of the 
estate of its owners, and permitting a differ­
entiation between these diametrically opposed 
interests. Yet what are we to say of the last 
named reserves provided by firm "A” for 
Motor Car Manufacturer No. 1, and the sec­
ond and fifth for Machinery Manufacturing 
Company No. 2, or the third provided for its 
client by firm "D” ? It is an utter impossibility 
even to make a plausible guess as to whether 
such items, included among the clients’ debts, 
are debts or portions of net worth or, in one 
case, a provision for the reduction of an asset 
to probable realization value. The irreducible 
minimum of information that would disclose 
financial position is denied by such perform­
ances as these. Solemn certificates to the con­
trary, they do not "correctly set forth the 
financial condition of the company.” In point 
of fact, they do not disclose anything at all on 
the subject. They are simply irrelevant sums 
in elementary arithmetic.
The propositions here stated are reduced, 
consciously and intentionally, to their simplest 
and most direct terms, and I am not interested 
in any obfuscating rumble-bumble about the 
"practical difficulties of determining amounts,” 
or desires to "express risk-free proprietary 
estate.” No accountant knows any better than 
I do that it is often a gruelling and hair-rais­
ing job to estimate the extent of converted or
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lost value involved in valuing assets; but these 
hardships, harrowing as they may be, are ante­
cedent to our present concern, and hence 
irrelevant. The point is that, once they have 
been suffered and their result achieved, they 
should not be allowed to prey on the mind 
until the data are given out to the client as 
something they are not—as a debt, for in­
stance, or a part of surplus. Value deductions 
are simply value deductions, and they do not 
become anything else as a result either of the 
difficulties or the imperfections of their de­
termination.
"Risk-free proprietary estate,” too, presents 
its petty problems and, in practice, its head­
achy difficulties; but here, too, these difficul­
ties, not to be minimized or neglected, are 
irrelevant. There is no essential difference 
among the accountants as to the kind of risks 
in which they are interested—they are the 
future risks which may arise as a result of 
past operations, and however uncertain in 
amount, the function of the reserve provided 
for them as an estimated adverse claim, or 
debt, is of unmistakable certainty. There is 
no kinship of any kind between such a reserve 
and a reserve provided for future contingen­
cies, because the latter differs in no respect 
whatever from other portions of proprietary 
estate except as to its distributability. It repre­
sents no present adverse claim, and its removal 
from proprietary estate does not make the
remainder "risk-free,” because there is no such 
thing as proprietary estate free from the risks 
that the future may hold. All that the re­
moval of such reserves accomplishes is the un­
derstatement of proprietary estate and the 
overstatement of debt.
And finally, I am least of all impressed by 
the vague evasions with which accountants, 
unable rationally to support their irrational 
treatment of reserves, tend generally to dis­
miss the question. "If the amounts are correct 
their location on the statement isn’t import­
ant,” is one of these sentiments which would 
equally well support the substitution of trial 
balances for balance sheets. "Accountants tend 
to classify other things than debt as balance- 
sheet liabilities. It’s an accepted convention.” 
This may be true, but the point is that it hap­
pens to be a vicious convention. Conventions 
have a certain usefulness in transferring gen­
erally accepted syllogisms from, so to speak, 
voluntary to involuntary processes, so that one 
can safely use their conclusions without wast­
ing time rehearsing their premises. But they 
are not useful when they pervert one of the 
accountant’s main functions—that of display­
ing financial position—by distorting his valua­
tions, confusing his statements of equity and 
debt, and sometimes by making him lose track 
altogether of the essential terms of his prob­
lem.
Banks and Bankers
The February issue of the N orth Pacific 
Banker has a number of interesting comments 
with regard to the banking situation in various 
sections of the country. From this issue we 
are making the following quotations:
R e c eiv er sh ips
" 'Receivership fees’ is an expression not gen­
erally popular in this country. The lawyers 
receive too much and the creditors receive too, 
little. But as a means of standing off creditors 
—unreasonable or otherwise—is regarded as 
effective. As regards banking, the Superinten­
dent of Banks is considered the best kind of 
a receiver, and Iowa proposes to use him as a 
means of bringing unreasoning depositors to
their senses. Whenever a bank, in the opinion 
of the department, has ceased to function safe­
ly, the superintendent can, by a law just passed, 
take over that bank for the period of one year 
before general liquidation of its assets shall 
begin. He has power to retain the same of­
ficers, or appoint others, and may proceed to 
protect the bank’s receivables in any way he 
sees fit. Further provisions of the act are as 
follows:
'Deposits in the bank would be held and 
new deposits accepted.
'During the period of reorganization the 
banking superintendent would have full 
power to issue non-assessable stock, or 
pledge, or exchange any of the assets if he
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deemed it advisable. The act does not pre­
vent the voluntary adoption of waivers, or 
other pledges of the depositor.’
I n s o l v e n c ie s
"The Arkansas statute on this subject reads: 
A  bank shall not be deemed insolvent 
within the meaning of this statute unless its 
assets are of such a character and value that 
it shall be unable to meet its obligations 
(exclusive of stock liabilities) in the usual 
and ordinary course of business. It shall not 
be essential, in order that a bank may be 
deemed solvent within the meaning of this 
statute, that it shall have on hand sufficient 
cash to pay all of its obligations, or any con­
siderable number of them, on the same day, 
but it shall be sufficient in order that such 
bank may be deemed solvent, that it shall 
have on hand cash or other available assets 
to meet the demands that are usually made 
from day to day in the ordinary course of 
business.’
In d e p e n d e n t  A u d it s
"There are those among the depositor class 
who believe that at least once a year there 
should be an outside audit of the bank by ap­
proved accountants who should have knowledge 
of practical banking methods, and that a copy 
of the report of such auditors, on forms pre­
scribed by the proposed banking board, be 
furnished to each depositor. It is said that 
such information is just as much due the de­
positor as the bank expects financial informa­
tion from the borrower.—M. A. Graettinger, 
vice-president, Illinois Bankers Association.
T h e  Ca n a d ia n  P l a n
(A very interesting article. Brings out clear­
ly a distinction between Canadian and Ameri­
can banking policies which is generally over­
looked. )
"The great claim for the American unit bank 
is that its management is rooted to the soil; 
with equal confidence the sponsors for the 
Canadian system point out that its manage­
ment is not rooted to the soil. The American 
bank owner-manager contends that he has a
better background for clear vision of all the 
angles in the local situation; the Canadian 
higher-up replies, 'That’s just the trouble; he 
has too good a background; he would be a 
better banker if he had no local background 
at all.’
"Under the Canadian branch banking system, 
the branch manager nearly always must live a 
life of exile from his home town.
"Few managers have risen to success in their 
native towns. Instead, the head offices are con­
tinually on guard against local sympathies and 
alliances in the management of the sub-offices.
"As one inspector put it: 'If a man is capable 
of going back to his home town and making 
a success of his branch in the face of the odds 
against him, he is probably too good a banker 
to be allowed to remain in the small branch, 
as he would be of more service to his bank 
were he in a larger center’.”
T h e  W r eck ers  
The wreckers came;
Not the rough-clad men with bar and sledge 
Who tore ruthlessly from its setting 
In concrete and steel the armored door,
That it might be passed on, at a mere fraction 
of its cost,
To another setting; likewise in concrete and 
steel.
The wreckers came;
Not the officials of the State,
Their duties to perform 
With equitable distribution of salvage 
Among those loyal souls who did not show the 
pallid flag of fear.
The wreckers came;
Yes; the mongers of gossip,
Their malign purpose expressed 
By the knowing look,
The shoulder’s significant shrug, the lying 
tongue.
Not materially interested, these,
Their only thought being to hurt, wound and 
destroy.
Stirred almost to panic a craven horde ap­
peared—
And a bank went down.
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Some Aspects of the Commercial 
Budget*
By M. F. P i x t o n , C.P.A ., Atlanta, Ga.
' ’TH E term "budget” originated from a Gal­
lic word meaning sack, later Latinized as 
"bulga,” meaning a leather bag or wallet, 
thence, in old French, "bougette.” From this 
the English word was derived. It is the term 
applied to an account of the ways and means 
by which the income and expenditure for a 
definite plan are to be balanced. The term 
first came into use in England about 1760. 
It was also applied to a leather-covered case or 
small coffer. Cotgrave translates "bougette” 
(Fr.) as "a little coffer or trunk covered with 
leather.” Thus it became a common name for 
a dispatch box or portfolio in which official 
papers were kept. The chancellor of the ex­
chequer of England was, therefore, said to 
"open his budget” when he made his annual 
statement. The term has come to mean, in its 
modern sense, the definition referred to above 
as "the account of the ways and means by 
which the income and expenditure for a defi­
nite plan are to be balanced.”
The idea of the budget, by whatever term 
known, however, probably goes a great deal 
further into the remote past than our present 
knowledge of the existence and derivation of 
the term. Even in animal life we see the idea 
exemplified in the natural instinct for self- 
preservation and perpetuity of kind. The 
squirrel will deny himself to put away enough 
food upon which to live during the months 
in which it is not so easily available. He does 
not understand, perhaps, in the way you and I 
do, why he does this, nor does he have more 
than a vague idea of the exact amount of food 
he will require. Whether or not he puts him­
self on a ration basis, I am not prepared to say.
Probably the ancients exhibited the same 
idea when they harvested grain in great stores 
during the years of plenty, and issued spar­
ingly therefrom during the years of famine. 
They, too, like the squirrel, probably had only 
a vague idea of the amount they would re­
*Address made before November meeting of the 
Atlanta Chapter of the Georgia Society of Certified 
Public Accountants.
quire; they simply stored what they could and 
made it last as long as possible when there 
was none being produced.
The application of the budget idea to mod­
ern business is a rather recent development. 
It was a development born of necessity. The 
business man came to realize that his income 
and expenditures were not evenly spread 
throughout the year, nor was it spread evenly 
from year to year. He found, therefore, that 
during the months in which his particular 
type of business was profitable, he must con­
serve some of his profits to carry him through 
the months which were not so profitable.
In the early stages of the development of 
the application of the budget to business, the 
details were rather vague, and it has only been 
within comparatively recent years that the 
budgeting details have been carried out in 
respect of even the most insignificant income 
and expenditure accounts.
There may be said to be two phases of the 
modern budget: one relating to the estimated 
income or revenue, and the other to expendi­
tures or expenses. In order to properly pre­
pare a budget for a given plan of activity, a 
thorough knowledge of the requirements of 
the plan is highly essential. Attention must 
also be given to the difference between revenue 
and income, and the complementary difference 
between expenditures and expenses. The prin­
cipal reason for this is, that it is necessary to 
forecast, as accurately as possible, the flow of 
funds so that the financing as to amounts and 
dates may be predetermined. A business con­
cern may carefully prepare a budget of its 
sales, cost of sales, selling and administrative 
expenses, but without taking into considera­
tion its cash position at various periods during 
the year, may find itself in an embarrassing 
condition. On the other hand, if consideration 
is given to the months or seasons during which 
more cash is expected to be received than dur­
ing certain other months or seasons, the finan­
cial requirements may be so definitely ascer­
tained as to need but little adjustment during 
the year. The budget should be prepared in
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such a manner that the increase or decrease in 
cash will be clearly shown. In order to do this, 
it is necessary to consider a number of ex­
penditures that will need to be made at given 
intervals during the year. Among such items 
are dividends, bond interest payments, taxes, 
insurance premiums, probable capital addi­
tions, etc. These items, with the exception of 
dividends, may be spread evenly over the year 
through the use of deferred or accrued ac­
counts in so far as they affect the profit and 
loss account, but the cash disbursements there­
for should be provided so that they will not 
bring about an unexpected drain on the 
treasury.
In the commercial organization the difficulty 
encountered in preparing the budget is the 
sales volume. It has been demonstrated, par­
ticularly in recent years, that changing eco­
nomic conditions can play havoc with the most 
carefully prepared budget. The budget should 
be so prepared as to provide such flexibility as 
may become necessary in adjusting the ex­
penses in proportion to decreases, or increases 
in actual sales volume as compared with the 
estimated figures. Many of you have seen in­
stances where expenses were not reduced to 
their proper proportion of sales volume in 
time to ward off disaster. I am frank to admit 
that it takes a great deal of courage and care­
ful consideration for a business man to reduce 
expenses in proportion to a diminishing sales 
volume, but we know, and he should know, 
that if he does not adopt this course, it is only 
a question of the length of time that his finan­
cial ability will stand the unusual strain.
On the other hand, when the sales volume 
is increasing, there is a marked tendency to 
increase expenses, and in too many cases the 
increase in expenses is at a greater ratio than 
that of the sales volume.
If the commercial organization is handling 
a number of lines of merchandise which carry 
percentages of gross profit, each class must be 
carefully analyzed so as to keep the proper 
relation as to departments. It is possible that 
sales volume may be increased at the expense 
of gross profit. These factors are particularly 
evident in a retail department store when bar­
gain sales are offered in the various depart­
ments. The gross volume may be forced up­
ward, but the standard percentage of gross 
profit will necessarily be sacrificed.
It has been my experience that one of the
principal dangers to guard against in prepar­
ing a commercial budget is that of being 
over-optimistic. It is much better to build 
the budget on a conservative basis, reflecting 
what may be reasonably expected to be accom­
plished rather than what may be hoped for. 
When the sales volume, classified by depart­
ments with their respective gross profits has 
been determined, the expenses should be 
drawn up so that a profit will be reflected in 
the budget. The question might arise, how 
can this be done ? There is no standard answer 
to this question, but each case must be con­
sidered on its individual merits and adjust­
ments made in the light of all information 
available. I had one department store man­
ager tell me, recently, that three years ago they 
cut expenses to what they thought at the time 
was an absolute minimum. The following 
year they were faced with the necessity for 
further curtailment, and then proceeded to 
adjust their expenses to a degree that they 
felt was the lowest possible point. The third 
year they were confronted with the same situa­
tion, and through force of necessity, devised 
ways and means for further reductions. He 
stated that had they known, three years ago, 
the extent to which it was possible for them 
to reduce their expenses, they could have saved 
themselves many thousands of dollars.
Another factor which must be borne in 
mind, and which directly affects the adequacy 
of the budget, is that of the promptness with 
which the accounting department procures 
and submits its monthly figures. If the neces­
sary comparisons between budget and actual 
monthly results are delayed beyond a reason­
able date in the month, the officials are seri­
ously handicapped. Perhaps certain changes 
in operations or sales program have been made 
in a given month, and the results of these 
efforts should be made known as early as pos­
sible.
This is particularly true in respect of the 
sales department. The sales manager must 
plan his program weeks in advance, many 
times, in fact, for a whole year. A reduction 
in sales volume, as compared to the budget 
must be recognized, and if it appears such re­
duction may continue, steps must be taken, 
without fear or delay, to reflect the result in 
budget adjustments. It has been said of Wal­
ter Chrysler, that one of the outstanding quali­
ties of his disposition and one to which his
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success is in a large measure attributable, is his 
rare ability to put into effect adjustments im­
mediately upon his becoming cognizant of 
their necessity. B. C. Forbes, in his book, 
Twenty-five Giants of the Automotive In­
dustry, states that if Mr. Chrysler’s daily re­
port showed a fluctuation above a predeter­
mined maximum in ratio of plant labor to 
production, his instructions for the necessary 
adjustments would be posted by ten o’clock 
that same morning.
In determining the sales quota for the vari­
ous salesmen, it is suggested that the respective 
quota be placed in an amount reasonably cap­
able of accomplishment. A bonus should be 
offered for exceeding the quota, so that the 
great sales retarding factor—discouragement— 
may be eliminated to the greatest possible 
extent.
There is a great deal more that could be 
said in a discussion of the commercial budget, 
but the time allocated to this brief address 
permits of only touching upon the general 
principles involved. No matter how well the 
budget may be prepared, there are many other 
factors, such as financing, production, selling, 
and management, which must be brought into 
proper relation in order that the enterprise 
may be successful.
As I stated before, it requires courage of 
the highest quality, to say nothing of careful 
analysis and good judgment, to bring about a 
balancing of the budget. There is no need to 
relate the many instances with which we are 
acquainted where a careful and courageous 
budgeting plan would have saved an institu­
tion from bankruptcy, as well as the losses 
accruing to its creditors. It might be appro­
priate to state here, that in a recent survey 
made in the Boston area of 570 bankrupts, it 
was brought out that over half these bank­
rupts didn’t keep any books; another twenty- 
eight per cent kept inadequate records, and a 
large proportion failed to take inventories. It 
was further brought out that had the bankrupt 
estates been sold for the values placed on them 
by the bankrupts, and if funds had been de­
livered with no administration costs, the credi­
tors would have received only eighteen cents 
on the dollar. In 1931 all creditors over the 
United States actually received something less 
than seven cents on the dollar from bankrupt 
estates.
In conclusion, I hold that while the com­
mercial budget may not be the salvation of 
an enterprise (for, indeed, there are a great 
many other factors entering into business), it 
will at least provide the most adequate guide 
by which the business man may be advised in 
what direction his business ship is sailing. 
The budget has been compared to the mariner’s 
chart, and I think the allusion is appropriate. 
It is essential to the success of any undertaking 
that a predetermined plan of procedure be 
followed — not slavishly, indeed, but intel­
ligently. To accomplish this predetermination 
of procedure it is logical to assert that the 
best talent, ability, and experience available 
should be brought together in collaboration. 
Many organizations find it advantageous to 
avail themselves of outside sources of infor­
mation in the determination of its policies.
Recently, the financial editor of the Chicago 
Daily N ew s wrote the following comment: 
"American business needs a house-cleaning, 
and the accountant is the man who can do it— 
if he is given a fair chance.”
We, of course, believe this is quite true.
But may I here sound a note of warning to 
the accountant. Paraphrasing a Biblical ex­
pression, I would say to the accountant, "Pre­
pare thyself to meet thy responsibility.” We 
must become capable of outstanding accom­
plishments before we can be generally ac­
corded the respect and high esteem with which 
we so earnestly desire to be regarded. It is one 
of the duties of the Certified Public Account­
ant to prepare himself so that he may be able 
to give intelligent advice and render worth­
while services to the business public in dis­
seminating information looking toward the 
general use and application of the properly 
prepared commercial budget.
Annual Meeting 
The American Society
Milwaukee, Wisconsin
September 18-19-20-21 
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TALKING SHOP
A Department Conducted by L. GLUICK, C. P. A.
By the time you see this you will probably 
have listened to several, if not all, of the splen­
did series of lectures by really prominent law­
yers being given over the Columbia Broadcast­
ing system every Sunday night, at six (EST). 
We hope you will pardon us for calling your 
attention to the one scheduled for April 30th; 
Karl Nickerson Llewellyn, who was a college 
classmate of ours, is going to talk. The series 
started on February 12th, and will conclude on 
May 12th, with John W. Davis.
The American Scholar for January has an 
article on the great philosopher, Spinoza, from 
which the following is quoted:
"His good husbandry may be proved by sev­
eral small reckonings found among his papers 
after his death (1677). He was careful to cast 
up his accounts every quarter. He would say 
that he was like the serpent who forms a circle 
with his tail in his mouth, to denote that he 
had nothing left at the year’s end.”
The following is lifted from a circular re­
ceived from a Hartford, Conn., insurance com­
pany:
"We heard of a fellow who in a strange 
town hastily parked has car next to some others 
in what he assumed was a parking station. 
When he came back the owner of the junk 
yard had dismantled it and was breaking it up. 
What kind of insurance would cover that 
hazard? The moral is: buy a new car once in 
a while.”
In bygone years, Don Marquis, the famous 
columnist, now doing a weekly page for 
Collier’s, wrote some doggerel verse thus:
“A solemn question haunts my mind,
That I can no cabeesh;
If Neptune took his dogfish out,
Would he put him on a leash?”
A somewhat more pertinent question has 
haunted us for many years. Why do manu­
facturers of analysis paper insist on padding 
it? Excepting for the seven-column size, it is 
impossible to put it in an audit bag or file
cabinet without folding; and to fold it the 
cardboard back must be torn off. In addition, 
the binding tape must be worked off, if not 
at once, then as the paper is used. All of which 
is an unutterable nuisance.
We wish the many makers, and especially 
the one who recently joined our family of ad­
vertisers, could see with their own eyes the 
destruction of the padding; they might want 
some of the latter to stuff in the ears, too. Paper 
could be left loose, with a narrow paper band 
to hold it in bundles of fifty sheets each; the 
cost would be reduced by not less than 1½c per 
fifty sheets; and the customer satisfaction in­
creased immeasurably.
We once wrote an article for a trade journal 
about the little things, such as the above, which 
retard, when they do not prevent, business. 
It is our pleasure now to record what we con­
sider good salesmanship, as distinct from the 
high-pressure "sell-him-what-he-don’t-want” 
type. Being rather literally down at the heel, 
we went into one of the shops of our favorite 
shoe chain and bought a pair of brown oxfords. 
As we were being fitted, it was quite note­
worthy that a pair of sox which had been quite 
whole when we had put them on a few hours 
previously, were now quite religious—hol(e)y.
Now some clerks would have stuck to the 
principle that the customer must not be em­
barrassed (which we were, anyhow). But this 
one was a salesman. He politely inquired if 
we wanted a pair of sox to match the shoes. 
We certainly did. He did not attempt to force 
three pairs on us. He sold us one pair which 
we put on then and there, with pleasure. But 
it’s a cinch that the next time we need half a 
dozen pairs of sox without an emergency, we 
shall buy them from him.
D e la y e d  P ass 
Not till after our February issue had been 
sent to press did we finally receive from Mr. 
Keyes, of Detroit, a clipping from the Times, 
of that city, dated October 31st. It dealt with
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depreciation charge-offs; and to prove that 
the subject is still very much alive, Dr. Klein 
had a half-column interview on the same topic 
in the N ew  York Times, of Sunday, January 
29th.
Professor Ralph Jones, of New Haven, Conn., 
is about to have published by the League of 
Nations, his report on 'Accounting Methods 
for the Allocation of Taxable Income of Indus­
trial Enterprises.” It will be reviewed if, when, 
and as received.
One of our Kansas City fans, who wishes only 
initials, R. P., used, writes us that his "com­
pany is not in the red this year” (meaning 
1932). That’s news, and pity ’tis it’s news.
A Mrs. S. contributes this variation of an 
old theme:
"An economist is a man who knows a great 
deal about a very little, and who goes along 
knowing more and more about less and less 
until finally he knows practically everything 
about nothing. On the other hand, a broker 
is a man who knows very little about a great 
deal, and keeps on knowing less and less about 
more and more, until he knows practically 
nothing about everything.”
T a x e s
F. W. Wilson got a rule 50 decision for 
Oscar Mitchell (27 BTA 101), of Duluth, 
which was a substantial victory. A salary of 
$1,200 per year to the plaintiff’s son was held 
not excessive. The case of Bingham (27 BTA 
186), did not have a C.P.A. in it, on the 
record, but it deserves attention because of its 
subject matter: Short sales. Drinkers of root 
beer should find the case at 26 BTA 1351 of 
interest, aside from the fact that H. A. Mihills 
got a rule 50 decision on it for his client.
Joseph Getz recalls that, in the very earliest 
days of the income tax (he doesn’t look old 
enough to recall them), he had a case in the 
Middle West. The revenue agent, in confer­
ence, started by taking a Colt .45 out of his 
holster, and putting it on the table. Getz held 
his peace till the session had ended amicably, 
and then queried: "Why the gun?” The agent 
replied that, until recently, his field had been 
Tennessee liquor taxes. Th e now familiar term
"infernal revenooer” originated in the Ken­
tucky hills.
Our friend, Ray Tucker, had an article on 
"Humor in Tax Cases,” February 13th, in the 
Scripps-Howard papers. When we were in 
Washington last June, Ray was covering the 
national conventions; his regular field is 
politics.
H. Edwin Nowell got a rule 50 verdict with 
a four-man dissent in the case of Folger, of 
California and Nevada. The case involved 
consolidated returns, (27 BTA 1). Henry 
Brach got a similar decision but no dissent for 
his client, Schmieg et al. (27 BTA 337). The 
Statler case (27 BTA 343) is of immense im­
portance, for in it a telegraphic petition is al­
lowed. If the board is sustained by the courts, 
it will be a fine thing for the taxpayer and his 
accountants. The Pugh case (27 BTA 16) pre­
sents some more interesting data in the unend­
ing chain of leasehold appeals. If you or your 
client dwell in a cooperative apartment house, 
read the case of Holden (27 BTA 530). In­
terest and taxes were held to be rent; no "ifs, 
ands or buts.” We like that decision, even 
though the plaintiff won’t.
In all the years we have been reading BTA 
reports, we never noted the name of a female 
C.P.A. until the case of Siegel (27 BTA 62) 
Florence L. Siverton lost the verdict, but that 
only puts her in the same class with the big 
majority of her C.P.A. brethren. Better luck 
next time, Miss Siverton!
Dr. Benjamin Harrow spoke about taxes 
from New York City’s municipal radio sta­
tion, February 18th.
And then the New York City municipal radio 
station broadcasts, on March 25th, an inter­
view between one Gruber and one called 
"Rover,” not acknowledging the source of his 
material.
Daniel J. O’Brien, C.P.A., Managing Direc­
tor of the Towers, has been elected president 
of the Brooklyn Hotel Association. This or­
ganization extends its activities into civic af­
fairs of greater New York.
On the evening of December 21st, Henry J. 
Miller addressed the New Orleans Chapter of 
the National Institute of Credit.
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Questions and Answers Department
Ed ito r , W. T. Su n l e y , C.P.A., Educational Director 
International Accountants Society, Inc.
I N  the July, 1932, issue, this department pre­
sented two forms of solution to a problem 
appearing in the May, 1931, examinations, 
requiring the preparation of a statement of 
Application of Funds. This type of problem 
appears to be favored by the examiners; and 
rightly so, since it is an excellent test of the 
ability of the candidate to use the accounts for 
presenting a comprehensive bird’s-eye view of
the m ovem ent o f  the business from  one finan­
cial p o sitio n  to  another.
A n other problem  o f  th is type appeared in  
the M ay, 1 9 32 , exam ination  as Problem  5, and  
is pu b lished  in  the A u gust, 19 3 2 , num ber o f  
T h e  C er tified  P u b l ic  A c c o u n t a n t . A  so lu ­
tion  o f  th is problem , fo llo w in g  Form  II, as 
described in  th is D epartm ent, in  July, 1 9 32 , 
is g iv en  herew ith :
M o n o  P r in t in g  C o m p a n y
Statement of Application of Funds for the year ending December 31, 1931
Funds Provided:
Loan on Life Insurance Policies........................................  $ 10,000.00
Collection on Officer’s Notes Receivable............................ 6,541.07
Proceeds from Sale of Equipm ent....................................  2,575.00
Federal Income Tax R efund .............................................  $4,157.20
Accrued Interest on Above R efund ....................................  244.23 4,401.43
Capital Stock (issued in payment of Notes Payable) . . . .  50,000.00
Decrease in Working C apital............................................  57,359.97
T o ta l .................................................................. $130,877.47
Funds Withdrawn from Business:
Operating Loss for y e a r .....................................................  $84,756.23
Less—Expenses Representing Disbursement 
of Prior Years:
Depreciation on Fixed Assets. . . $34,283.00
Loss on sale of Equipment........... 2,179.62
Amortization of Deferred
Bond Expense.....................  1,090.82 37,553.44
$47,202.79
6% First-Mortgage Bond Retired......................................  10,000.00
Non-Current Notes Payable (Machinery) Paid............... 37,902.40
Deposit with Sinking Fund Trustee in Excess
of Current Requirements.................................. 3,225.42 98,330.61
$32,546.86
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Funds Reinvested in Business:
New Equipment Purchased................................................. $25,149.08
Increase in Cash Surrender Value of
Life Insurance Policies ............................................... 7,397.78
Total .................................................................... $32,546.86
D ec r ea se  i n  W o r k in g  C a p it a l
December 31 December 31
Current Assets: 1930 1931 Increases Decreases
Cash in B an k ..............................$ 10,270.08 $ 17,344.40 $ 7,074.32
Cash on H a n d .........................  500.00 1,000.00 500.00
Trade Receivables (n e t) ............. 282,382.89 192,339.47 $ 90,043.42
Inventories..................................  115,504.53 78,555.18 36,949.35
Prepaid Insurance and Supplies. 6,205.99 4,327.14 1,878.85
Investments (temporary)........... 1,269.70 16,420.37 15,150.67
T o tals ..................................$416,133.19 $309,986.56 $22,724.99 $128,871.62
22,724.99
Decrease in Current Assets.........................................................................$106,146.63
Current Liabilities:
Trade Payables............................$ 51,623.87 $ 42,098.32 $ 9,525.55
Accrued Taxes and W ages___  39,267.40 28,764.81 10,502.59
Current Notes Payable
(Machinery)........  27,993.62 27,993.62
Accrued Interest Payable........... 2,039.90 1,275.00 764.90
T o ta ls ....................... .......... $120,924.79 $ 72,138.13
Decrease in Current Liabilities. . $ 48,786.66
Su m m a r y
Decrease in Current A ssets............................$106,146.63
Decrease in Current Liabilities.....................  48,786.66
Decrease in Working Capital...............$ 57,359.97
Economy
The recent economy move, in connection 
with Governmental regulation at Washington, 
is responsible for at least one good story.
The Department of Commerce sent out a 
note to its mailing list asking whether or not 
the parties desired to be continued on the list. 
The story is to the effect that a small-town
editor received one of those requests, and re­
plied as follows: "We never open franked 
mail, as it never contains anything of interest 
to us, being usually some hooey from a Con­
gressman. Your letter was opened by mis­
take, because our regular mail-opener is home 
sick with the flu. If you want a reply to this 
letter, and want me to see it, put a stamp on 
it.” The editor is not receiving Governmental 
documents any more.
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  C. P. A. Examination Questions* 
  November, 1932  
   
Commercial Law
CONTRACTS
Question 1:
a. What are the elements of a novation? 
b. Define accord and satisfaction.
Question 2:
A has two sons, who become of age. X, one of the sons leaves home, goes 
into business, and becomes well-to-do. He writes home very seldom, takes no 
interest in his father’s affairs, and never helps him in any way. Y, the other 
son, feels responsibility, stays at home, and works for five years after he be­
comes of age on his father’s farm. The father dies leaving no will. His entire 
estate consists in the farm, worth about $16,000.00. Y keenly feels the injustice 
of his brother getting half of the estate, and he puts in a claim against the 
estate for the reasonable value of his services. Will it be allowed? Why?
Question 3:
O writes A, offering A a certain machine for $1,000.00. His offer ends: 
"Your acceptance of this offer may reach me any time within the next ten days.” 
A answers within two days that he will give $900.00. O makes no answer. 
Hearing nothing from O, A fearing loss of the deal writes to O, within the 
ten days: "Have decided to accept at $1,000.00.” Still O does not respond. 
A sues O. Is there a contract? Explain.
Question 4:
A minor, who looks mature, purchases a stock of merchandise from an 
adult, who first inquires whether the minor is of age. The minor represents 
that he is twenty-two years old. The sale is then made. The adult sues the 
minor for the price, and the minor makes his minority a defense to the suit. 
Answer the following questions:
1. Is the minor estopped to set up this defense?
*The Service of Examination Questions conducted by The American Society furnishes practi­
cally twise as many questions in Theory, Auditing, Commercial Law, and Economics and Public 
Finance as could be used by any State Board for a four-hour examination period, and twice as 
many problems in Practical Accounting as would be required for two examination periods of four 
o five hours each. A Board using the service makes its own selections and adds any special ques­
tions or problems which it desires. The questions in Commercial Law and Economics follow.
180 THE CERTIFIED PUBLIC ACCOUNTANT March,
2. If the minor is not so estopped and wins the suit, can the adult sue him 
in a tort action for deceit?
3. Is a minor allowed to defend on the ground of minority where he can­
not restore what he has received ?
PARTNERSHIP
Question 1:
A and B, equal partners, purchased with partnership funds, a tract of 
land, taking title in their joint names. There are no other assets of the partner­
ship. A dies intestate, leaving a widow and two children. The claims and 
debts amount to $10,000.00. In addition, the partnership owes B $5,000.00 
loaned by him to the partnership in addition to the capital contribution. The 
land is sold for $50,000.00. How should the assets of the partnership be 
distributed ?
Question 2:
A and B form a partnership for the conduct of a garage, with a depart­
ment for selling parts and accessories. It is agreed between them that they 
will not deal in tires, as they regard that line hazardous. In A’s absence, B in 
violation of this agreement, buys a quantity of tires. A returns and repudiates 
the purchase. The tire company ask you whether they can hold the partners on 
this transaction. Discuss.
Question 3:
Name as many differences as you can between partnerships and cor­
porations.
Question 4:
Upon the assignment for the benefit of creditors by a partnership, by whom 
must the instrument be executed? What property is included? What debts 
must first be discharged ?
Question 5:
C. D. & E. form a limited partnership. C, the limited partner, within a 
short time assigned his interest to F, without the knowledge or consent of
D. & E. Had he a right to do so ? What were the rights of the assignee, if any?
AGENCY
Question 1:
An owner of an automobile directed his chauffeur to take the car to Tren­
ton for repairs. Instead of doing so, the chauffeur took it to Philadelphia, and 
while using it there, he ran into and injured X. X  sued the owner of the car. 
Can he recover?
Question 2:
a. Has an agent entrusted with specific duties, power to delegate his au­
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thority to another? Give the rule.
b. How does the death of the principal affect an agency?
c. What is the legal effect of an infant (1) creating an agency? (2) acting 
as agent?
Question 3:
Distinguish between the general agent and special agent. How is the au­
thority of each derived? Distinguish between trustee and agent.
Question 4:
A real estate broker was authorized in writing by F to secure within four 
months a purchaser for his property at $10,000.00. The broker secured the 
purchaser, but F refused to pay the commission because the property belonged 
to his wife, and he could not bind himself to sell the property, and hence was 
not bound to pay the commission. The broker brings suit, can he recover ?
CORPORATIONS
Question 1:
A owns 20 shares of stock in the X corporation. He sells the stock to B, 
and delivers to B the certificate properly indorsed for transfer, but B does not 
see that the transfer is recorded on the company’s books. A dies, and C is ap­
pointed his executor. He attends a meeting of the company, produces a certified 
copy of the letters testamentary, and is allowed to vote. The company issues 
a stock dividend and delivers it to C: and also pays cash dividends to C. C is 
ignorant of the sale to B, and supposing the stock to have been lost, applies 
to the corporation for another certificate, which the company issues.
(1) Did the company run any risk in allowing C to vote without pro­
ducing the certificate?
(2) Did the company run any risk in paying the stock dividend and cash 
dividend to C without his production of the certificate?
(3) Did the company run any risk in issuing a new certificate without 
production of the old ?
Question 2:
A corporation is organized with common stock only. The corporation is 
not successful, and at the end of the first year shows a deficit, but the directors, 
in order to make a showing, declare and pay 5% dividend. The corporation 
goes into bankruptcy a few months later. The stockholders at the time receiving 
the dividend were uninformed as to its financial condition and presumed divi­
dends were paid out of surplus. Can the trustee in bankruptcy recover so much 
of these dividends as may be necessary to pay the claims?
Question 3:
The M corporation is organized to manufacture and sell chemical products. 
It acquires some farm land for speculative purposes only, and sells same to X.
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X contracts to sell to Y, and Y claims X ’s title is defective because he acquired 
it from a corporation which had no charter right to own the property. Is Y’s 
position sound?
Question 4:
In the absence of any statutory provision, or any provision in the charter 
or stock certificate or other express or specific provision, is preferred stock:
(a) Participating in the earnings with the common above the percentage 
stated, i.e., if it is 7% preferred, does it participate with common in dividends 
above that amount ?
(b) Voting? (c) Cumulative? (d)  Preferred in the division of assets 
upon liquidation ? (e ) Redeemable at the option of the board of directors.
Question 5:
E, one of the important employees of the X Manufacturing Company, is 
sued in a personal matter. Judgment goes against him, and he decides to appeal. 
The law requires that in case of appeal, the appellant must file a bond, with 
surety thereon, that in case his appeal fails, he and the surety will be liable to 
pay the judgment below. E induces the X Manufacturing Company to become 
surety on the appeal bond. E loses the appeal, and the X Manufacturing Com­
pany is sued upon the appeal bond. Is it liable ?
Question 6:
The A company, a N. J. corporation, had a claim of $10,000.00 against X, 
who was solvent. In consequence of action by the Board of Directors approving 
the acceptance of $8,000.00 in settlement of the claim, B, a stockholder, brought 
action on behalf of the corporation to compel D, a director who voted for the 
settlement, to satisfy the loss to the corporation. Will he succeed?
BILLS AND NOTES
Question 1:
The X Corporation is the accommodation endorser on the note of Y, which 
A, a holder in due course, now owns. What are the rights of A against the 
X Corporation?
Question 2:
A negligently executes a note in a careless manner so that there is no 
difficulty in altering the same to a larger amount. This alteration is subse­
quently made, and later the note finds its way into the hands of X, a holder in 
due course. What are the rights of X against A ? Would your answer be dif­
ferent if A had not been negligent?
Question 3:
A is an accommodation endorser on a note secured by collateral. X, the 
holder in due course, loses the collateral. What are his rights against A?
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Question 4:
A owed B $500.00 for goods sold and delivered. Some time afterward A 
gave B a note for the debt payable five months after date. It was not paid 
when due. B thereupon sued A on the contract and not upon the note. A claimed 
that the giving of the note extinguished the debt and that action should be 
brought on the note. Was he correct?
Question 5:
Is the following instrument a negotiable promissory note: "Trenton, N. J., 
May 24th, 1932. I promise to pay to John Smith or order $100.00 on the day 
of his 30th birthday. Signed, William Jones” ?
BANKRUPTCY
Question 1:
Give the order of priority in bankruptcy of the following claims:
a. Income taxes due to the United States Government.
b. Real property taxes due the municipality on property in which the 
estate has no equity.
c. Wages due to the following workmen:
1. John Doe for four months’ salary at $75.00 per month.
2. Richard Roe for two months’ salary at $500.00 per month.
d. State Franchise taxes.
Question 2:
Define provable debts.
Question 3:
What is the effect of a discharge in Bankruptcy ?
Question 4:
When is a person deemed to be insolvent under the National Bankruptcy
Act?
INCOME TAX
Question 1:
A has a salary from business of $5,000.00 and a loss on the sale of securi­
ties, being an active trader, of $7,000.00, resulting in a net loss for the year 
1932 of $2,000.00. What, if any, deduction from the 1933 income can A take?
Question 2:
A, a married man with two children has the following income:
1. Salary ................................................................. $10,000.00
2. Income from business......................................  5,000.00
3. Loss on X Corporation Stock, Bankrupt . . . .  3,000.00
4. Loss on Sale of Y Corporation Stock...............  2,000.00
Calculate the tax liability of A for the year 1932.
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Question 3:
The X Corporation has a profit from operations for the year of $10,000.00, 
a profit on the repurchase of its own bonds of $20,000.00, and a loss on stock 
transactions (not capital assets) of $20,000.00. What is the taxable income of 
the corporation?
Economics and Public Finance
Question 1:
Give the strongest argument you can in justification of the theory of the 
inheritance of property and the strongest argument which can be made against 
that theory.
Question 2:
Is the earning power or the market value of stocks or bonds, the better 
basis for determining their worth as security for a loan ? Why ?
Question 3:
Walton H. Hamilton, writing on "The Essential Characteristics of Mod­
ern Industrialism,” said, "The three characteristics of fluidity, humanism, and 
the dominance of the pecuniary motive have made our culture a highly industrial 
culture, for it is in industry that these motives find their fullest expression.” 
Give your views as to what he meant, with a statement as to whether you agree 
with him.
Question 4:
Discuss the nature and scope of the Industrial Revolution.
Question 5:
With the development and extension of the corporate form of ownership 
there has resulted an increasing separation of ownership and management. In­
dicate some benefits derived from this separation and disadvantages incurred 
as a result thereof.
Question 6:
J. Dorsey Forrest, writing on "The Development of Commerce,” said, "A 
necessary prerequisite of commercial development was the establishment of an 
efficient agricultural system. A second prerequisite of commerce was the division 
of labor and the development of the crafts.” If you agree with this statement, 
explain why these prerequisites were necessary. If you disagree, explain why.
Question 7:
The Shannon Committee, appointed by the House of Representatives, is 
making a study of "Government in Business.” List the various ways in which
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the government is now engaged in business and indicate which of those in your 
judgment represent legitimate governmental activities.
Question 8:
David Kinley, former President of the University of Illinois, writing on the 
"Extent of the Use of Credit Instruments in Business,” said, "The transaction of 
so large a volume of our business by checks is an element of danger in times 
of stringency and crisis.” Explain your views on this statement.
Question 9:
To what extent should the government be authorized to exercise an eco­
nomic control of the individual ?
Question 10:
Name, with a short explanation in each case, the causes of the bank fail­
ures during the past three years and indicate what in your judgment could be 
done to prevent a recurrence.
Question 11:
John Stuart Mill, the noted economist, wrote, "Could we suddenly double 
the productive powers of the country, we should double the supply of com­
modities in every market; but we should also double the purchasing power. 
Everyone would bring to the market a double demand as well as supply.” 
Theodore E. Burton, former Representative and Senator from Ohio, wrote, "To 
say that general overproduction is possible is to allege that the human race can 
create more than it can use, and that men love to toil rather than to enjoy, de­
ductions contradicted by all human experience.” Give your views as to the cor­
rectness of either of these statements in view of business conditions during the 
past two years.
Question 12:
If you were President, confronted with the responsibility of leadership, 
what would be your recommendation, recognizing both national and inter­
national conditions, with reference to debts due the United States by foreign 
nations, expenditures for Army and Navy, and the tariff?
Question 13:
If you believe that there has been a change in business conditions since 
the passage of the Sherman Anti-trust Law which makes it advisable that it be 
amended, what changes would you suggest should be made? If you do not 
believe that it should be changed, give your reasons.
Question 14:
If you were mayor of a city, engaged in preparing a budget or in revising 
a budget, what types of expenditures do you believe could be eliminated with­
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out loss to the city even though it caused inconvenience, and what types of ex­
penditures do you think offer opportunities for a considerable curtailment in 
amount ?
Question 15:
Explain the different methods by which capital stock has been, is, and can 
be "watered.”
Interstate Commerce Capital
( Continued from  page 166)
As to Congressional consent to the exercise 
of the taxing power by the states over capital 
employed in interstate commerce, the Supreme 
Court of the United States has, in a number 
of cases, so plainly expressed the view, it no 
longer appears in the doubtful column. In the 
case of Brennan vs. The City of Titusville, 
153 U. S. 289, Mr. Justice Brewer, after quot­
ing from the cases of Gibbons vs. Ogden, 9 
Wheaton 1, and Brown vs. Maryland, 12 
Wheaton 419, written by John Marshall, 
states:
"We think it must be considered, in view 
of a long line of decisions, that it is settled 
that nothing which is a direct burden upon 
interstate commerce can be imposed by the 
State without the assent o f Congress, and 
the silence of Congress in respect to any 
matter of interstate commerce is equivalent 
to a declaration on its part that it should be 
absolutely free.” (Emphasis supplied.)
In the syllabus of that case similar lan­
guage is used as follows:
"Nothing which is a direct burden upon 
interstate commerce can be imposed by the 
State without the assent of Congress . . .” 
(Emphasis supplied.)
The foregoing shows clearly that the Su­
preme Court of the United States entertains 
no doubt of the power of Congress to grant 
its consent to the states to levy a tax which 
otherwise would be construed to be a burden 
upon interstate commerce. Convincing au­
thority to this end is at hand, but this is no 
forum for technical legal briefs and the fore­
going will be deemed sufficient to support 
the position here taken.
The importance of the subject and the de­
sirability of the end to be obtained, would 
justify the concerted action of the several 
states here represented, to obtain the appropri­
ate legislation to effect the purpose.
Work-Dollars
(Continued from page 163)
Goods could only be obtained from the 
bonded warehouses in exchange for the 
"Work-Dollars,” which would then be turned 
in and cancelled.
Goods might preferably be issued at the 
prices (in Work-Dollars) at which turned in, 
plus an addition calculated each month to 
cover warehouse charges and a very small per­
centage representing a contribution to the 
Government fund for insurance against fire, 
storm, etc., or else at current market values, 
but the latter would necessitate a more com­
plicated participation by the Government.
This plan of "Work-Dollars” would not in­
flate the currency, it would not involve the 
Government in any debts or expense, and it 
would start up industry—why not give it a 
chance ? If successful, it would help the farm­
ers and the workers, the manufacturers and 
dealers—in fact, it would restore the nation to 
normal and healthy conditions.
REAL PSYCHOLOGY
Build yourself a strong box,
Fashion each part with care;
When it’s strong as your hands can make it, 
Put all your troubles there.
Hide there all thoughts of your failures,
And each bitter cup you did quaff;
Lock all your heartaches within it,
Then sit on the lid and laugh.
Tell no one else of its contents,
Don’t even its secrets share;
When you have dropped in it care and worry, 
Keep them forever there.
Hide them from sight so completely,
That the world will never dream half;
Fasten a strong lock securely—
Then sit on the lid and laugh.
— El l a  W h e e l e r  W il c o x .
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STATE SOCIETY NEWS
CALIFORNIA 
At the invitation of the San Francisco Chap­
ter of the National Association of Cost Ac­
countants, a joint meeting of that chapter and 
the San Francisco Chapter of the California 
State Society of Certified Public Accountants, 
was held on January 24, 1933.
Federal taxation, with special reference to 
the new Revenue Act of 1933, was the subject 
selected for discussion. Messrs. Cerf, Alex­
ander, Brown, and Buchanan constituted the 
committee in charge of the meeting. Ques­
tions were submitted prior to the meeting, 
thereby permitting a logical sequence to be 
arranged for the consideration of the various 
features of the Revenue Act.
The Los Angeles Chapter of the California 
State Society of Certified Public Accountants 
established a Committee on Joint Facilities 
which recently made a very interesting and 
profitable report. This report suggested that 
saving could be effected by wholesale buying 
for, and on behalf of members of audit work­
ing papers and typewriting paper.
It was suggested that the Chapter should 
consider the advisability of providing a cen­
trally located library room in which the 
nucleus of a library could be established and 
developed from year to year. It is thought 
that such a library service would be valuable to 
a majority of the members.
* * *
LOUISIANA 
Newly elected officers of the North Louisi­
ana Chapter of the Society of Louisiana Cer­
tified Public Accounts are: President, Ralph
B. Eglin; Vice-President, H. G. Pearson; Sec­
retary, B. D. Battle; Treasurer, C. M. Pas-
quier. * * *
MASSACHUSETTS 
The February meeting of the Massachusetts 
Society of Certified Public Accountants, Inc., 
was held on Thursday evening, February 23rd, 
in the banquet room of the Parker House.
J. M. B. Hoxsey, Executive Assistant of the 
Committee on Stock List of the New York 
Stock Exchange, spoke on the subject, "Write­
downs of Assets.”
MICHIGAN 
The February meeting of the Michigan As­
sociation of Certified Public Accountants was 
featured by an address on "Specifications for 
Municipal Audits,” by Carl Chatters, Execu­
tive Director of Municipal Finance Officers’ 
Association, with headquarters in Chicago.
* * *
NEW JERSEY 
The Annual Tax Conference of the Society 
of Certified Public Accountants of the State of 
New Jersey was held on Monday evening, 
January 30th, at the Downtown Club, Newark.
In his introductory remarks, President Fern­
ald talked on "The Effect of High Income 
Taxes on Business Investment.” John A. Con­
lin, C.P.A., was the principal speaker of the 
evening, having as his subject "The Principal 
Changes as Found in the 1932 Federal Rev­
enue Act.” John J. Morgan, Assistant In­
ternal Revenue Agent in Charge, of the Fifth 
District, discussed a few of the important 
changes referred to by Mr. Conlin. Papers 
were then delivered by Louis Siegel, C.P.A., 
on "Stock Losses Under the 1932 Revenue 
Act,” and by Irving Heyman, C.P.A., on "The 
1932 Gift Tax,” following which there was 
a general discussion by the membership.
Raymond T. Miles, Internal Revenue Agent 
in Charge, and a number of the agents of the 
Fifth District were present as guests of the 
society.
* * *
OHIO
In connection with the annual meeting of 
the Ohio Society of Certified Public Account­
ants, last fall, one of the sessions was given 
over to a joint meeting between the Ohio 
Society and the Cleveland Chapter of the 
Robert Morris Associates.
The February monthly bulletin of the Rob­
ert Morris Associates is devoted to the pro­
ceedings of that joint meeting.
* * * 
PENNSYLVANIA 
The Pennsylvania Institute of Certified 
Public Accountants has issued a couple of 
reprints in convenient form, so that members
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may insert them with their regular letters. The 
first carries clippings from the Philadelphia 
Inquirer of January 7th, with regard to the 
New York Exchange audit rule. The second 
has clippings from the Inquirer of January 
12th and of February 2nd, covering the action 
of the New York Curb Exchange and the de­
cision of the New York Stock Exchange to 
make a thorough survey of the auditing meth­
ods of all companies. This is a type of group 
publicity which will be helpful to the pro­
fession.
* * *
SOUTH CAROLINA 
A joint meeting of Charleston accountants 
and bankers was held on the evening of Janu­
ary 30, 1933, at the Francis Marion Hotel, 
when Charles H. Dehmer, President, and 
Alexander Wall, Secretary of the Robert Mor­
ris Associates, were guests of honor.
Mr. Angus E. Bird, President of the South 
Carolina Bankers Association, presided over 
the meeting, at which some forty-five were 
gathered.
Questions which had been submitted in ad­
vance of the meeting provoked an interesting 
session of discussion. The success of the meet­
ing was due, in great part, to the efforts of 
Robert C. deRossett, Vice-President of the 
South Carolina National Bank, and Martin T. 
Powers, chairman of the local group of ac­
countants known as the Charleston Institute of 
Certified Public Accountants.
* * *
WASHINGTON 
The January number of The C.P.A., issued 
by the Spokane Chapter, gave timely informa­
tion on the new Washington State Income 
Tax Law.
 State Board News  
DISTRICT OF COLUMBIA 
William Gordon Buchanan, C.P.A., has 
been reappointed to membership on the Board 
of Accountancy for the District of Columbia.
* * *
WISCONSIN 
A. W. Kimball, C.P.A., of Madison, and 
Clarence H. Lichtfeldt, C.P.A., of Wauwatosa, 
have been appointed as members of the Wis­
consin State Board of Accountancy, to suc­
ceed B. A. Kiekhofer and J. Currie Gibson.
ANNOUNCEMENTS
Ernest R. Wildbrett, C.P.A., has been ad­
mitted to partnership in the firm of Eppler, 
Botz & Sangster, accountants and auditors, 60 
John Street, New York City.
* * *
Burby, Campbell & Cole, Certified Public 
Accountants, announce the removal of their 
office to Suite 1122, Commercial Exchange 
Building, 416 West Eighth Street, Los An­
geles, California.
* * *
Albert H. Lawson, C.P.A., announces the 
establishment of offices for the general prac­
tice of accounting, at 24 Wildwood Avenue, 
Arlington, Massachusetts, and at 815 Carroll 
Street, Brooklyn, N. Y.
* * *
Hamel, Park & Saunders, and Raymond Ben­
jamin announce their association for the prac­
tice of law under the firm name of Hamel, 
Park & Saunders and Raymond Benjamin, 
Shoreham Building, Washington, D. C.
* * *
Frank G. Butts, C.P.A., formerly of Wash­
ington, D. C., is now associated with R. L. 
Wilmoth, public accountant, under the firm 
name of Butts & Wilmoth, Reynolds Building, 
Winston-Salem, N. C.
Not long since, Congress authorized a com­
pilation of positions in the Federal Govern­
ment that would be available after March 4th, 
in that they were not covered by Civil Service.
It is said that the original list which, of 
course was ordered for political purposes, and 
very properly, contains something over 130,-
000 positions. Many of these are duplicates, 
for a job of being postmaster is the same in 
one place as in another.
The Tepper Advertising Bureau, Earl 
Building, Washington, D. C., has summarized 
this list into a thirty-two-page pamphlet, which 
it offers to any one desiring it at twenty-five 
cents.
To most people its main interest will con­
sist in an examination of the 18,869 types of 
employes which the Government has. Of 
course, to the individual who desires a job 
and has no particular idea as to the type of a 
job he desires, or whether the Government 
employs persons suited to do that kind of 
work, the list would have some value.
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I n  M e m o r i a m
WILLIAM A. HAUPTMAN, C.P.A., 
(Ohio, No. 398, Feb. 21 , 1925), passed away 
at his home in Columbus, Ohio, on Decem­
ber 21, 1932, after a week's illness with 
pneumonia.
Mr. Hauptman, who was only thirty-seven, 
was a member of the Ohio Society of Certi­
fied Public Accountants, and had been a 
member of The American Society for a 
number of years.
A. D. MACLEOD, C.P.A. (California, 
No. 139, February 15, 1919), died on Sep­
tember 22, 1932, after a prolonged illness.
He was bom in Kilkee, County Clare, 
Ireland, on June 9, 1886, receiving his early 
education in Irish public schools. He took 
his B.C.S. at Southwestern University. He 
had practiced public accounting for about 
eighteen years, at one time as senior mem­
ber of Macleod, Macfarlane & Company, 
Los Angeles, and later as A. D. Macleod 
& Company, Los Angeles. 
He was a member of the California State 
Society of Certified Public Accountants, at 
one time serving as director, and of The 
American Society.
WILLIAM BAKER SHELDON, C.P.A. 
(Georgia, No. 10, October, 1908), passed 
away at his home, Stilwell Springs Ranch, 
Goodman, Missouri, on January 8, 1933.
Born in Mobile, Alabama, some seventy 
years ago, Mr. Sheldon’s death marks the 
passing of another of the sturdy pioneers 
of the accounting profession. He was one 
of the four original founders of the Georgia 
State Society, and was one of the leaders 
in the framing and passage of the account­
ing law in Georgia.
In 1911, he moved from Georgia to Cali­
fornia, later going to the Stilwell Springs 
Ranch, Goodman, Missouri, where he re­
mained until his death. A nervous break­
down in 1924, and another one in 1929, had 
made him practically an invalid, but his 
great courage and a saving sense of humor 
seemed never to have left him.
He was a member of Gate City Lodge, No.
2, F. & A. M., of Atlanta, Georgia, and of 
The American Society of Certified Public 
Accountants.
PERCY A. KERR, C.P.A. (Michigan, No. 
60, 1916), was killed October 17, 1932, as 
the result of an accident while driving his 
car from Battle Creek to his summer cot­
tage at Sherman Lake.
He was an active member of the Michi­
gan Association of Certified Public Ac­
countants, holding every office in that or­
ganization and filling each one with credit to 
himself and to the organization. He was a 
charter member of The American Society, 
served as auditor for one year, and was 
chairman of the Entertainment Committee 
in connection with the annual meeting held 
at Detroit. In recent years Mr. Kerr had 
divided his time between Michigan and 
California.
J. GORDON STEELE, C.P.A. (Minne­
sota, No. 14, 1909; Wisconsin, No. 174, 
1923; Missouri, No. 326, 1929), of Kansas 
City, Missouri, died on October 19, 1932.
Mr. Steele had long been a prominent 
member of the American Institute of Ac­
countants, and of The American Society. 
One of his last professional duties was serv­
ing as Chairman of the Entertainment Com­
mittee in connection with the annual meet­
ing of the American Institute held in 
Kansas City last October.
He was an active member of the Missouri 
Society of Certified Public Accountants, 
and was First Vice-President of the Kansas 
City Chapter at the time of his death.
L. R. STELLE, C.P.A. (New York, No. 
354, 1909; Pennsylvania, No. 289, 1922), 
died suddenly at his home in Scranton, 
Pennsylvania, on November 30, 1932.
Mr. Stelle was born in Paterson, N. J., 
in 1868, and had been practicing accounting 
for about thirty years. He was a valued 
member of the Pennsylvania Institute of 
Certified Public Accountants. The day be­
fore his death he attended a meeting for the 
formation of the Scranton Chapter of the 
Pennsylvania Institute. For a number of 
years he practiced his profession in Syra­
cuse, New York, and was a member of the 
New York State Society of Certified Public 
Accountants, and also a member of the first 
Committee on Grievance under the New York 
State Accounting Law. He was a charter 
member of The American Society of Certi­
fied Public Accountants.
A Complete Success-Building Plan
—Not Just An Accountancy Course
ACCOUNTING training alone—however practical, how­ever outstanding in quality, however complete—is not 
always enough to insure accounting success.
Many men need help in finding opportunity to apply that train­
ing, and aid in using their larger knowledge. Upon the foun­
dation of skill and knowledge given by study must often be 
added certain personal and business factors—to help the student 
get quickest and fullest advantage from his added ability.
This fact—learned early in our twenty-five years’ experience 
in helping more than 800,000 adults to larger success—is the 
reason for LaSalle’s unique success-building service (some 
features of which are listed in the panel at the left of this 
paragraph).
LaSalle Y our P artner  —  In Building Your Success
Your LaSalle membership thus brings you much more than 
a valuable training in accounting—though that alone would 
be worth many times the cost.
It brings you our continuing and close partnership in the 
biggest problem of your career—building yourself and your 
success. And when we say partnership, we mean just that. 
It isn’t a routine, casual contact, but an intimate and personal 
association with an institution that knows business and the 
path to accounting success.
A  LaSalle Student N ever Graduates
These various services—which we think are unsurpassed any­
where—are yours for life.
No matter where you are or what you are doing—whether it is 
two hours after your enrollment or twenty years after your 
graduation—this friendly, competent aid is yours to command.
If like most of us, you are sometimes puzzled about the best 
way to speed up your career—wondering, worrying about your 
future—just consider what such expert help can mean to you.
Ask for more complete information—
And then decide about LaSalle membership for some associate 
or for yourself.
Your first step is to get the facts—and the coupon below will 
bring them quickly, and without cost or obligation.
The LaSalle 
Success-Building Plan
1. COMPLETE AND UP-TO-THE-MINUTE 
ACCOUNTANCY TRAINING.
2. INDIVIDUAL INSTRUCTION—given by 
successful accountants.
3. THE LASALLE PROBLEM METHOD— 
making you experienced and expert in the 
use of accounting principles and methods.
4. INDIVIDUAL CONSULTATION—on your 
personal problems.
5. EXPERT CONSULTATION SERVICE ON 
SPECIAL ACCOUNTING PROBLEMS.
6. EXPERT CONSULTATION SERVICE ON 
TOUR BUSINESS PROBLEMS of all 
kinds — traffic, sales, advertising, law, 
financial, etc.
7. ECONOMIC BULLETIN SERVICE — to 
interpret business conditions and trends 
and aid you in  adjusting yourself to com­
ing changes.
8. VOCATIONAL ADVISORY SERVICE 
AND PLACEMENT AID—practical, com­
plete, continuous—helping you to solve 
more easily and surely the sometimes 
difficult problem of winning the standing 
and succcss you deserve. This includes, 
among other things:
(a) Counsel about the accounting field 
and your accounting job.
(b) Help in winning promotion where you 
are—
Progress reports to your employers 
—if you wish them.
Suggestions for making more of 
your job.
Advice on selling yourself to your 
employer.
(c) Aid in finding a new job—if that’s 
what you wish.
Direct aid of our active Placement 
Department.
Help in advertising yourself, in writ­
ing letters of application, in plan­
ning your interview with a pros­
pective employer, etc.
(d) Help in making good in the new job.
(e) Counsel—and help— in building your 
own accounting business.
9. PERSONALITY DEVELOPM ENT — in­
cluding:
Subscription to the interesting, valu­
able magazine, “Personal Efficiency.”
10. THE FRIENDLY AID of 800,000 LaSalle 
members in 67 countries—men and women 
now influential and successful, who have 
traveled the same road and are glad to 
welcome and help a fellow member.
11. PREFERENCE—by hundreds of thousands 
of employers, both large and small firms, 
who know from experience the value of the 
LaSalle trained man, Over 10 per cent of 
all C.P.A’s—and many thousands of other 
accountants—are LaSalle trained.
LaSalle  Extension University
Dept. 335-H CH ICA G O , ILL .
I am interested in having all the facts about your success-building plan 
in accountancy. Please send them to me —  without cost or obligation.
NAME...............................................................................................................
ADDRESS........................................................................................................
POSITION.......................................................................................................
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Legislation
House Bill No. 134, introduced in the A ri­
zona Legislature, proposes to revamp the C.P.A . 
law which was originally passed in 1919. Some 
of the amendments suggested are good; others 
are not. The general effect of the bill is to re­
open the waiver clause, and provide for the 
immediate waiving in of accountants with five 
years’ practice, and then later the issuance of 
C.P.A. certificates to all who now receive public 
accountant certificates when they shall have 
had ten years of public accounting experience.
In Colorado a proposed amendment to the 
accountancy law has been presented to the 
Legislature under which previously revoked 
certificates may be reissued.
In Illinois a bill has been introduced seeking 
to do away with the privileged communica­
tion clause, and it is understood that another 
bill will be introduced which will provide 
other amendments to the 1927 law.
The Indiana Association of Certified Public 
Accountants is sponsoring two bills before the 
Indiana Legislature. One provides that appli­
cations for registration of securities for sale in 
the State of Indiana must be accompanied by 
certificates from certified public accountants 
registered in the State of Indiana. This bill 
has already passed the house. Another bill 
authorizes the audit of public utilities by cer­
tified public accountants holding Indiana cer­
tificates and maintaining an office in the State.
The regular banking bill also had a clause 
which provided, among other things, that 
banks, building and loan associations, credit 
unions, and other financial organizations shall 
be examined by certified public accountants.
In Minnesota a bill has been introduced, 
the purpose of which is to repeal all acts and 
parts of acts relating to the State Board of 
Accountancy and establish, as a governing 
body in lieu thereof, the Minnesota Society of 
Accountants.
Every public accountant who has been con­
tinuously engaged in the profession in Minne­
sota for three years immediately preceding the 
passage of the act, may attend the organization
meeting and participate therein as a charter 
member. Those who are not able to attend 
the organization meeting but who have the 
same qualifications, may become a charter 
member of the society by filing a written re­
quest prior to January 1, 1934. Every member 
of this Minnesota Society of Accountants, to 
be organized, shall by reason of that fact 
alone obtain the society’s honorary degree and 
the title "C.P.A.”
A new method for opening the waiver 
clause.
One of the bills before the N ew  Jersey 
Legislature would establish a Division of Ac­
counting in the office of the Controller of the 
Treasury.
Another bill would require all the various 
State professional boards to turn all their 
money into the State treasury and pay all bills 
by vouchers drawn on it, instead of, as present, 
permitting each board to handle its own funds.
Another bill creates the office of State Au­
ditor, and defines his powers and duties. This 
bill, if enacted into law, places the responsi­
bility for all audits of governmental units to 
be made by the State Auditor, and makes it 
unlawful for a State department or agency to 
employ any outside auditors, they being re­
quired to rely upon the State Auditor for the 
performance of such duties.
A new method of providing political pa­
tronage and establishing another phase of 
governmental competition.
The bill introduced in Ohio by public ac­
countants, is a recognition of two-class legis­
lation but it proposes to adopt the title "Pub­
lic Accountants” as the continuing title rather 
than "Certified Public Accountant,” and to 
allow fifteen points in each examination sub­
ject for each year of experience, which would 
automatically give "Certificate of Qualifica­
tion,” which will supersede the "C.P.A.,” to 
any one who has had five years of experience 
prior to or subsequent to the date of enact­
ment of the law.
The Corporation laws of Pennsylvania have 
recently been codified under the direction of 
the Department of Justice, and two provisions 
have special interest to accountants.
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N O W  AVAILABLE
1933 
CUMULATIVE 
SUPPLEMENT
TO
K L E IN ’S
FEDERAL 
INCOME 
TAXATION
•
The 1933 Supplement is now ready for distribu­
tion. I t is the last word on the federal income 
tax. No practitioner or taxpayer can afford to be 
without this latest authoritative guide from the 
pen of Dr. Klein.
This 1933 Supplement supersedes previous supple­
ments and includes, with adequate and helpful 
discussion and comment, the decisions and rulings 
issued since the publication of Federal Income 
Taxation, the basic text. The 1933 Cumulative 
Supplement, of course, interprets, explains, and 
illustrates the application of the Revenue Act of 
1932 and the Treasury Regulations and rulings 
issued thereunder.
The new law bristles with difficulties. Many of 
its provisions are new. Dr. Klein’s views and 
opinions, long awaited, are now at your disposal.
As in the case of previous supplements, the 1933 
Cumulative Supplement is a lim ited edition. Users 
of Klein’s Federal Income Taxation are urged to 
send in their orders for the new book promptly.
1933 Cumulative Supplement, . . .  $ 6.00. 
Federal Income Taxation (1929), 10.00.
1933 Cumulative Supplement—Klein
JOHN W ILEY & SONS, I n c .,
440 Fourth Avenue, New York.
Gentlemen: Please send me the following (check 
w hich ) :
□  Klein’s Federal Income Taxation, $10.00.
□  1933 Cumulative Supplement, $6.00.
N am e.......................................................................................
S treet.......................................................................................
C ity............................................... S ta te ................................
(C .P .A .-3-33)
In the Corporation laws, section 318 is pro­
posed in the following form:
"Financial Report to Shareholders. Unless 
the by-laws expressly provide otherwise, the 
directors of every corporation shall cause to be 
sent to the shareholders, within thirty days 
after the close of the fiscal or calendar year, 
a financial report as of the closing date of the 
succeeding fiscal or calendar year. Such re­
port shall give a summary of the assets and 
liabilities of the corporation, the amount of 
dividends paid or delivered during the past 
year, the condition, as to surplus or deficit and 
how acquired or created, the number of shares 
issued and outstanding, together with any such 
particulars as are necessary to disclose the 
general nature of the liabilities and assets of 
the corporation. The report shall also set forth 
a balance sheet as of the closing date of the 
preceding fiscal or calendar year, together with 
a statement of income and profit and loss for 
the year ended on that date. The statement of 
income and profit and loss shall be prepared 
in the form ordinarily used by accountants for 
the particular kind of business carried on by 
the corporation. All such reports shall be cer­
tified by an auditor elected by the shareholders 
of the corporation.”
Section 1106 of the School of Law reads 
as follows:
"In each school district in which the annual 
expenditures, exclusive of moneys received 
from the sale of bonds, shall exceed the sum 
of five hundred thousand dollars ($500,000) 
the board of school directors may, when it 
shall deem it necessary, employ a certified 
public accountant to aid in the making of the 
audits herein required, or for the performance 
of other professional services.”
In Tennessee a two-class bill has been in­
troduced largely following the lines sug­
gested by the committee of The American 
Society.
The Wall Street Journal
reports, analyzes and interprets all impor­
tant financial statements. Send for sample 
copy without obligation.
44 Broad Street, New York, N. Y.
IMPROVED
REMINGTON
more efficient in 
3 WAYS
" Why we bought a new 
accounting machine 
during hard times”
THE PRESIDENT: We’ve got to have immediate informa­
tion at our finger-tips these days. Our Improved Reming­
ton Accounting Machine brings facts to us so we can act 
upon them while they’re still news. Without increasing 
our staff, this machine enables us to operate on a reduced 
sales volume and smaller profits. It’s paying for itself.
THE TREASURER: On collections many of our old 2% 
ten day customers are taking from 30 to 90 days to pay. 
I ’ve got to keep track of these accounts. If I don’t, we 
stand to lose money. The Improved Remington Account­
ing Machine gets these facts to me fresh every day, while 
they still represent today’s conditions.
THE ACCOUNTANT: I’m the “bulls-eye” in the target 
for hundreds of requests for last minute facts and figures. 
Business is more competitive now, less room for guess­
work. But with the Improved Remington my department 
doesn’t get jammed. We can get out any figures on a 
minute’s notice without increasing our overhead a penny.
Faster:
Now you have power-driv­
en tabulator . . . back spac­
er . .  . shift key . . . date 
key . . . numeral . . . line 
spacing . . . and carriage 
return. All devices are 
scientifically located for 
speed and convenience.
Stronger:
New, heavier carriage re­
turn stands many extra 
years wear. New, stronger 
tabulating mechanism in­
sures proven accuracy. 
This permits a longer 
period of depreciation.
Easier to Operate:
The Improved Remington, 
has the largest number of 
genuinely automatic fea­
tures of any one account­
ing machine. Standard 
keyboard . . . ten numeral 
keys . . . practical front 
feed . . . full visibility 
makes it easily adapted to 
any method of bookkeep­
ing. Let us prove that your 
business needs this Im­
proved machine and needs 
it now! W rite for  a free 
demonstration to d a y! Ac­
counting Machine Divi­
sion, Remington Rand Inc. 
Buffalo, N. Y.
i m p r o v e d  Remington e l e c t r i f i e d  
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Payroll Ac c o u n tin g
In the method described in this folder, 
four payroll records are made at one 
time—pay check (or pay envelope), 
employee's statement, payroll sheet 
and individual earnings record. All 
four records in the time ordinarily re­
quired to make one.
This folder shows how earnings are 
electrically computed a t the time of 
writing payroll sheet, pay check and 
wage card. Proof totals automati­
cally accumulated.
 
 
 
A plan specially designed to speed up 
the figuring of time tickets in the 
short interval before the  end of the 
earnings period and pay day. Time 
tickets extended, earnings record 
posted and total  accumulated in one 
operation.
Accountants are invited 
to send for this 
valuable information
To assist accountants to take full advantage 
of the recent development of new machines 
and new features, Burroughs offers to send 
—without charge—any of the "Payroll Ac­
counting” folders shown at the left, or 
similar folders on other accounting records.
You may find, as so many other account­
ants have found, that these folders point the 
way to still further economies, besides sug­
gesting new ways and means by which all 
phases of accounting may be speeded up 
and simplified.
To obtain the folders you want, telephone 
the local Burroughs office, or—if more 
convenient—fill in and mail the coupon.
Burroughs
Burroughs Adding Machine Co.
6413 Second Boulevard, Detroit, Mich.
Please send me Payroll folders numbered_______________________
I  am interested also in  other folders showing improved methods o f 
handling the applications I have checked:
□  Figure Distribution □  Accounts Receivable □  Accounts Payable
□  Stores Records □ B illin g  □  General Accounting
N a m e
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How this training 
meets the needs of the individual
ONE of the interesting features of the course in Accounting offered 
by the International Accountants Society, Inc., is its wide range of 
selectivity, which affords the student specialized instruction.
The chart shows how the student can select more than one-half his 
lessons to cover subjects pertaining to work in which he is most interested.
This elective feature enables the student to progress directly to a 
specific goal. After attaining his goal, he can broaden his knowledge 
by proceeding with the study of the remaining subjects.
Upon request, we will gladly mail our booklet, “How to Learn 
Accounting” to anyone who is interested in obtaining full   
information regarding I. A. S. training. Address the Inter­
national Accountant s Society, Inc., 3411 South Michigan 
Avenue, Chicago, Illinois.
I nternational  
A ccountants S ociety , I nc.
a Division o f the
ALEXANDER HAMILTON INSTITUTE
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Reliability
By R a l ph  W . E. Co le , C .P.A.
RELIABILITY is the corner stone of success. This is true in all business and professional life. In the case of the certified public accountant it is particu­
larly to be emphasized. The world seeks the man through whom the hand will 
not pass; the man upon whom the world may depend to act with certainty and 
to think competently.
This has been true always. The pages of history, ancient and modern, are 
full of examples which illustrate the value of this quality of character. Doubt­
less each of us daily sees instances which indicate the possession of, or the lack 
of, this valuable virtue. Yet, how many of us stop to analyze its importance ?
Reliability rests upon personal integrity. Unless a man is honest with him­
self he cannot be trustworthy to anyone else. All that he does is an expression 
of that inner probity. In his reports, as an accountant, his language will be 
careful and exact. There will be no "weasel words,” adroitly expressed excep­
tions or guarded phrases put in to give the impression of security yet when 
analyzed serve only to excuse incompetence or carelessness.
This is the spirit of "The Message to Garcia,” immortalized by Elbert 
Hubbard. You remember the story.
When war broke out between Spain and the United States, it was very neces­
sary to communicate quickly with the leader of the Insurgents. Garcia was 
somewhere in the mountain fastnesses of Cuba—no one knew where. No mail 
or telegraph message could reach him. The President must secure his co­
operation, and quickly, so Hubbard tells it.
Some one said to the President, "There is a fellow by the name of Rowan 
who will find Garcia for you, if anybody can.”
"Rowan was sent for and given a letter to be delivered to Garcia,” continues 
the Sage of Roycroft. "How the 'fellow by the name of Rowan’ took the letter, 
sealed it up in an oilskin pouch, strapped it over his heart, in four days landed
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by night off the coast of Cuba from an open boat, disappeared into the jungle, 
and in three weeks came out on the other side of the Island, having traversed 
a hostile country on foot, and delivered his letter to Garcia—are things I have 
no special desire now to tell in detail. The point that I wish to make is this: 
McKinley gave Rowan a letter to be delivered to Garcia; Rowan took the letter 
and did not ask, 'Where is he at?’ ”
"By the Eternal! there is a man whose form should be cast in deathless 
bronze and the statue placed in every college of the land. It is not booklearning 
young men need, nor instruction about this and that, but a stiffening of the 
vertebrae which will cause them to be loyal to a trust, to act promptly, concen­
trate their energies: do the thing—'Carry a Message to Garcia.’ ”
"General Garcia is dead now, but there are other Garcias. No man who 
has endeavored to carry out an enterprise where many hands were needed, but 
has been well-nigh appalled at times by the imbecility of the average man—the 
inability or unwillingness to concentrate on a thing and do it.”
It may seem somewhat extravagant to intimate that there is anything heroic 
about the profession of public accountancy. To most of us it seems just a little 
drab and commonplace. The routine and detail sometimes frets our very souls. 
But heroism does not consist in spectacular achievement; it consists in that 
adherence to duty and ideals that accomplishes a worthy end and will not be 
swerved from that purpose by any low motive. That quality of character is of 
highest worth, whether found in the jungle of Cuba or the unheroic surround­
ings of a New York or Los Angeles office. It is the splendid virtue of reliability. 
Elbert Hubbard concluded his essay with these words:
"Civilization is one long, anxious search for just such individuals. Anything 
such a man asks shall be granted. He is wanted in every city, town and village— 
in every office, shop, store, and factory. The world cries out for such: he is 
needed and needed badly—the man who can 'Carry a Message to Garcia.’ ”
The Fable o f the Long-Handled Spoons and the 
Unbendable Arms
By P a u l  W .  P i n k e r t o n , C.P.A., Pittsburgh, P a .
( With Apologies to Whoever it Was who first Told this Story)
A certain Executive of a large Industry Died and Went to Heaven, where 
he Was duly Admitted and Assigned to Quarters with Others of his same In­
dustry so that he Might Have Contact with Persons whom he Knew.
Now this Executive Was already much Emaciated, due to Conditions in his 
Industry whereby he Had Been Operating for a long Period at a starvation 
Wage. But when he Came upon his former Associates who Had Preceded him 
to Heaven he Found that they Were even much more Emaciated than he, for 
another Reason which he Was not long in Finding out.
For it Was lunch Time as he Arrived at the Quarters of his Friends, and 
much Stew of an excellent Aroma Had just Been Served to them. But the
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Angel who Had Brought the Stew Had Strapped to each Arm of every Resident 
a beautiful Spoon with such a long Handle that when the Handle Was Strapped 
to an Arm there Was no Possibility of Bending that Arm.
So that although the Residents Could Smell the Stew, and Could Dip their 
Spoons into it, they Could not Manage to Bring the Bowls of the Spoons to 
their Mouths. And such a Pair of Spoons had already Been Attached to his 
own Arms by the vigilant Angel.
The new Resident, as a proper Executive in his Industry, Was not Ac­
customed to Having his Desires Thwarted in any such Manner as this, and 
loudly Declared his Intention of Having the Condition Rectified.
But on his Way to Find Saint Peter he Came upon several sleek and well- 
fed Men Coming out of the Quarters of another Industry. Astounded, he 
Stopped them and Asked them how it Happened that they Should Be so Fav­
ored over Residents from his own Industry.
When they Disclaimed any Favoritism, the puzzled Executive Demanded 
that he Be Shown how it Could Be otherwise if they too Suffered the Discom­
fort and Humiliation of the long-handled Spoons. Whereupon they Took the 
Executive into their Quarters and Showed him Certain of their Fellows, who 
Were still at Luncheon.
And he Was astonished to See that although no One of them Could Bend 
his Arms, they Were Faring marvellously because each One of them, instead of 
Spending his Efforts vainly in an Endeavor to Feed himself, Was placidly Feed­
ing Another and in turn Being Fed by that Other.
So that all Were accommodated and happy, for they Had Learned the 
Lesson of Cooperation.
The MORAL of this Fable Is that not even in Times like These Is it wise 
for Accountants or Members of any other Profession to Give up their Support 
of their State and National professional Organizations.
Independent Audits
These are days when practically every newspaper contains accounts of de­
velopments in financial circles revealing irregularities. These daily exposures 
should not lessen our confidence in humanity as a whole, but should lead us 
to consider whether that portion of the Lord’s Prayer which says "Lead us not 
into temptation,” has been carefully observed by either big business or little 
business, by the Government as represented by its administrative officers, or by 
the people who have avariciously placed their easily gained earnings and profits 
in investments around which even ordinary safeguards have not been placed.
Governments and business have been satisfied with examinations and lim­
ited audits, as a result of which defalcations and mismanagement have not been 
detected. Banks, which each succeeding year have increased their demands 
from borrowers with regard to independent audits, have not submitted their 
own records to audits in the interest of their stockholders and depositors. Sav­
ings thus effected have been negligible as compared with the attendant losses 
by reason of such neglect.
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Bankers have fallen into disrepute by reason of the irresponsibility of a few 
of their number. The usefulness of Congress has been greatly lessened by the 
antics or the inactivity of a comparatively few obstructionists. Lawyers have 
been laboring hard to remove the stigma caused by the ambulance-chasing 
group in their profession. Doctors are troubled by the presence of a few mal- 
practitioners. Even the ministry has been imposed upon by those who have not 
practiced what they preached.
It appears that public opinion is moving to demand independent audits and 
full publicity as never before. In reality the services of a Certified Public Ac­
countant, employed to conduct an examination or audit without any limitations 
as to the scope, even though sometimes looked upon as expensive, furnish the 
cheapest type of insurance that can be purchased.
Except as independent certified public accountants or firms of certified 
public accountants forget their professional responsibility to the party who 
extends credit based on their reports as distinguished from responsibility to 
the party by whom employed, the future for the profession is bright.
One of the latest indications of changed attitude is found in the notice of 
the annual meeting of the United States Steel Corporation. That organization 
has been regularly audited, but for the first time in the notice of the call it 
appears that one of the purposes of that meeting will be "to elect independent 
auditors to audit the books and accounts of the corporation at the close of the 
current fiscal year.”
Several large corporations requiring banking facilities throughout the coun­
try have recently adopted the policy of requiring banks, in which their accounts 
are carried, to furnish them with copies of the reports of independent audits 
as a means of protecting themselves.
In the immediate future the services of certified public accountants will be 
in demand to a greater degree than ever, and the individual members should 
realize that they have assumed not only the responsibility for their own future 
advancement but for the advancement of the profession as a whole.
The Psychology of Public Opinion
Lincoln once said that public opinion was the strongest single power in 
any community.
It is generally conceded that the financial upheaval through which this 
country has been passing is primarily the result of psychological forces. The 
material wealth of the country has not been seriously affected. The faith of 
the citizenry in the solvency of the United States has not been lost, although it 
has been badly shattered. Two suggestive illustrations:
In a city of 12,000 population with a prosperous surrounding agricultural 
community, two banking institutions had developed through a series of years. 
No question had ever been raised during its entire history with regard to the 
solvency of the older, a National bank. The younger, a State bank, with a 
record of over fifty years, had on several occasions been the subject of idle
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gossip as to its stability. In fact, on two different occasions it had been neces­
sary to revamp its financial structure and add strength to its directorate in order 
to maintain its prestige. In the early months of 1932 the State bank was 
obliged to close its doors, as in the face of continued withdrawals it was not 
able to maintain the necessary liquidity.
The State Bank Commissioner and the circuit judge for that particular 
district were anxious to sponsor an experiment. The bank was reopened, fol­
lowing a capital readjustment and a written agreement on the part of some­
thing in the neighborhood of ninety-eight per cent of the depositors that with­
drawals should only be made on a definitely agreed upon percentage basis. A 
fund was set aside to care for the small number of depositors that could not 
be reached in connection with the agreement. Within a week, for the first time 
during the more than half a century that the two banks had been furnishing 
banking services in that city, depositors in the National bank, not in large num­
bers but still very noticeable, withdrew their accounts and transferred them to the 
State bank, the depositors feeling that failure was impossible.
The psychology of the situation produced changes in banking relationships 
that had been maintained over a period of many years. There was no real reason 
for the lessened confidence which led to withdrawals causing the closing of 
the State bank. There was no real reason for the lessened confidence in the 
National bank against which no rumors had ever been levied. It was merely a 
psychological feeling that under the new arrangement, depositors having co­
operated in the policies worked out by the bank commissioner and the circuit 
judge, there was more safety in the bank which had been through its trouble 
and had been reorganized than there was in the bank which during its entire 
history had had no trouble and had, therefore, never been subjected to any test, 
even though that bank was in a more favorable liquid condition at that time 
than was the reorganized bank.
Starting with the establishment of the bank vacation plan in Michigan, by 
order of its Governor, due to a condition that was then no more serious than 
had existed for some time but was more publicly acute, other governors were 
led to issue similar proclamations until President Roosevelt, on the day that he 
was inaugurated, found a country with practically every bank closed and 
banking facilities at the lowest possible point. This was fortunate for the 
country. It enabled the incoming administration to start from scratch. There 
was absolutely no decision that had to be made. There was only one thing that 
could be done, and the President did it in such a manner as to inspire con­
fidence and start public opinion on a rebound in an upward direction. Public 
opinion not only has heartily supported the administration, which merely 
furnished the mechanism that was needed, but has stimulated the entire country 
in its widespread desire to better its own situation.
The depression has been rightly designated as a disease of the national 
nervous system. Confidence in administration rather than changes in legislation 
is the needed remedy.
Material conditions have been no different in the last two weeks than they
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were in the last two weeks preceding the change of administration. The 
psychological situation, which was made possible by the ability of the new 
administration to start at the lowest possible point of credit facilities, has 
transformed an uncertain public opinion to a solidified force which will without 
question prove to be the needed factor in establishing and maintaining an up­
ward movement.
Cutting Prices
PROBLEMS involving price cutting have ap­
peared in every line of activity, professional 
or business. A distinction must be recognized 
between price cutting and price revision. Many 
a professional as well as business man has felt 
that a general revision in his schedule of 
prices was advisable in view of the general 
downward trend. Changes made as the result 
of deliberation and proper sensing of values 
are usually satisfactory when all the factors 
involved are taken into consideration. If, 
however, the change is made for the purpose 
of securing a particular job or making a par­
ticular sale and does not represent a general 
policy, the result is disastrous to everybody 
concerned. That specific cut leads to others, 
with the result that quality of workmanship 
and material, either or both, is sacrificed in 
the effort to avoid too great a loss.
The price cutter, in the last analysis, succeeds 
in cutting his reputation just in proportion as 
he cuts his price, and with reputation gone 
there is little left on which either the profes­
sional or the business man can build.
The United States Daily quotes Theodore 
Macklin, Chief, Division of Markets, Cali­
fornia State Department of Agriculture, as 
saying: "Confidence is the nerve center of 
business. This nerve center has been paralyzed 
by the ruinous price-cutting tactics of so-called 
'chislers.'  These business-killing operators 
chronically cut prices, intending thereby to sell 
products of all descriptions.”
Granville P. Rogers, Managing Director of 
the Steel Founders’ Society of America, in an 
article in Credit Executive entitled "Sales 
Without Profit,” calls attention to the story 
of the beggar who approached his prospect 
saying, "Mister, I’m having an awful hard 
time. Please give me a dollar.” His prospect 
told him bluntly that he would stand a lot 
better chance of getting money if he asked 
for a quarter. The beggar straightened up and,
with a flash in his eye, replied: "Either give 
me the dollar or don’t give it to me, but don’t 
tell me how to run my business!”
He included in his article the following 
poem, with apologies to Hamlet:
To cut or not to cut, That is the question, 
Whether it is not better in the end 
To let the chap who knows not the worth 
Have the business at cut-throat prices, or 
To take up arms against his competition,
And by opposing cut to cut, end it,
To cut—and by cutting put the other cutter 
Out of business—’tis a consummation 
Devoutly to be wished. To cut—to slash 
Perchance myself to get it in the neck—aye— 
There’s the rub; for when one starts to meet 
The other fellow’s prices, ’tis like as not 
He’s up against it good and hard.
To cut and cut is not to end the confusion 
And the many evils the trade is pestered w ith; 
Nay, nay, Pauline; ’tis but the forerunner 
Of debt and mortgage such a course portends. 
’Tis well to get the prices the goods are worth 
And not be bluffed into selling them for what 
So-and-so will sell his goods for.
Price cutting doth appear unseemly,
And fit only for the man who knows not 
What his goods are worth, and who ere long, 
By stress of making vain comparison 
’Twixt bank account and liabilities,
Will make his exit from the business.
In t e r n a t io n a l  Co n g r e ss  o n  
A c c o u n t in g
LONDON, ENGLAND 
J u l y  17-21, 1933
Write the Secretary of The American 
Society for particulars
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Creditors’ Interest in Surplus
By A. C. Lit t l e t o n , C.P.A ., University of Illinois
T H E  general economic background out of
which paid-in surpluses and revaluation 
surpluses have emerged is generally well 
known. One part of the social and industrial 
complex which lay back of this development 
was the conviction among business men, per­
haps growing out of the experience of 1921, 
that financing through security issues was pre­
ferable to customary short-term financing 
through bank loans; another part was the 
greater familiarity on the part of a large num­
ber of people with securities in general as a 
result of war finance drives and Liberty Loan 
investments; still another part of the back­
ground was the apparent preference of cor­
porate directors for capitalizing in various 
ways the economies (and profits) of techno­
logical progress when they might have advo­
cated a sharing of these benefits with the great 
mass of consumers through voluntary price 
reductions. During the long wave of prosper­
ity prior to 1930 these conditions and opinions 
created a great appetite for securities. This 
constitutes the first element of the back­
ground; the second was the no-par stock 
movement.
Statutes permitting no-par stock* were 
initiated for the purpose of avoiding the deceits 
which often had accompanied the issuance of 
fixed par shares. No-par stock was essentially 
an effort to approach, in the corporation, the 
simple accounting logic of the proprietorship 
wherein the value of the contribution would 
be credited to the capital account. The idea 
was that the new stock would eliminate all 
need for artificial valuations being made to 
cover underwriting and similar costs of issuing 
stock. And sensibly used it probably could 
have accomplished that objective. But the un­
restricted opportunity to interpret unadjudi­
cated statutes for oneself made a strong appeal 
to a certain type of mind in the surrounding 
atmosphere of easy money and "The New 
Era” of the ’20’s. Consequently there ap­
*The first statute of this sort was passed in 
New York in 1912. In the five years between 1919 
and 1924, thirty-two states passed no-par stock 
statutes.
peared a willingness of some to search out 
loopholes in the laws and to stretch all tech­
nicalities beyond the spirit of the statute if 
necessary. This in a large measure prevented 
no-par stock from performing its full measure 
of service.
In the absence of new restraints accompany­
ing the new type of stock, the individual was 
left free to choose the financial practices he 
would follow. This freedom fitted in par­
ticularly well with the philosophy of the in­
flation period—especially with the doctrine 
that recent earnings justified higher valuations 
for the assets on the ground that the earnings 
were bound to continue in this "new era of 
permanently higher prices.” Hence the orgy 
of appraisals, reorganizations, stock dividends, 
split-ups, mergers, new incorporations, hold­
ing companies, investment trust, etc.
Out of this background came paid-in sur­
plus and appreciation. The former was logical 
enough as an excess payment in cases where 
new stock was issued which gave the new 
holders an interest in past surplus along with 
prior stockholders. But, of course, it should 
have then been credited directly to earned 
surplus as a simple equalizing payment. It 
was logical, too, in certain cases for merged 
companies to desire to carry over into the new 
organization the same surplus accounts as ex­
isted prior to the change. The obvious inten­
tion would be to continue unbroken the divi­
dend continuity, especially for preferred stock, 
which had previously been established. It 
would seem that this carry-over could still 
be properly called Earned Surplus. But the 
form rather than the substance seemed to con­
trol, and since a new corporation could not 
have earnings of its own upon organization, 
the total assets came to be regarded as the 
consideration for both a capital stock and a 
"paid-in” surplus on the new books.
This unfortunate following of form rather 
than substance, when linked up with no-par 
stock, produces the doctrine of stated value. 
This is actual retrogression, for stated value is 
a partial reversion to the idea of par value 
which no-par-statutes were attem pting to 
abandon. Stated value in fact was more than
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mere retrogression; it was a pernicious ex­
pedient as well. It fostered the doctrine that 
"capital stock” under all circumstances was 
any sum which directors might designate to 
be the margin for protection of creditors and 
not an expression of the total original con­
tribution or consideration for the shares is­
sued. It follows, then, that a large part of 
the contributions to an original incorporation 
could be placed in surplus and held at the 
discretion of the directors. This type of paid- 
in surplus it should be noted is very different 
from earned surplus carried over in a merger.
The appreciation of assets likewise seemed 
to have much in the surrounding conditions 
to support the practice. Credit, it was argued, 
was extended on the basis of value, not cost. 
That is to say, securities could be justified to 
the amount of the value of the properties re­
gardless of the original price of the assets— 
provided, of course, that earnings promised a 
fair return. Any current earnings, it was 
thought, were quite satisfactory. Therefore the 
future was safe and securities could be issued 
to such an amount as would absorb the earn­
ings. Furthermore, the thought ran, appraised 
values were obviously safe and sound because 
replacement costs were now so much higher 
than formerly—were still mounting in fact. 
Finally the right of the directors to value busi­
ness property according to their own judgment 
was, short of demonstrable fraud, quite un­
disputed in law. There seemed, therefore, 
hardly any reason at all against appreciating 
the assets.
Now join this philosophy, especially the 
principle of the directors’ power to evaluate 
property almost without any restraint what­
soever, with the much discussed doctrine of 
that time regarding the necessity to calculate 
depreciation on a higher base in order to re­
cover mounting replacement costs* and one 
can hardly escape becoming an advocate of 
appreciated assets. Regarding the credit which 
necessarily accompanies apreciation: there was 
no very logical place to dump it but in that 
catch-all, Surplus, and there was no prohibi­
tion against such a disposal. Therefore, into 
Surplus it usually went.
Here, in somewhat figurative language, is 
a picture of the way paid-in excess values and
*One in tempted here to subjoin another item, 
viz.: the persuasive arguments of professional ap­
praisers, security distributors, and promoters gen­
erally.
revaluation credits found their way into sur­
plus. Up to this point there is not very much 
that is really wrong; perhaps a little too much 
enthusiasm is generated by the combination 
of prosperity, an active stock market, and 
considerable freedom to interpret the new cor­
poration stock laws—nothing really repre­
hensible. But soon a real question does appear.
With a large newly created surplus on the 
books and with the stock market responding 
as if from a shot in the arm to every stock 
dividend and stock split-up, not to say every 
sizable cash dividend—a disbursement fairly 
cries out to be disbursed, and dividends of 
one sort or another soon issue out of the 
mixed surplus. While directors may only 
with difficulty be censured for engineering a 
merger or revaluing their properties, they open 
themselves at once to question when they 
declare a dividend.
The availability of such surplus will usually 
be justified by choosing that concept of sur­
plus which is best suited to the purpose. At 
its base surplus is a legal term referring to a 
condition within the assets, a condition of 
excess. But there are two ways of viewing an 
excess. The excess quantity of assets referred 
to may consist of the assets received over and 
above the amount necessary to cover operating 
expenses and plant maintenance—that is, free 
income not yet disposed of—or it may con­
sist of the value of assets now present over 
and above the amount of value necessary to 
cover both debts and capital stock.
There are likewise two ways of gauging an 
impairment of capital for which directors 
would be responsible: (1) If dividends have 
been paid only out of assets derived from 
profits, there has been no impairment; (2) if 
the dividends paid have not reduced the total 
value of assets below the sum of the debts and 
capital, there has been no impairment. These 
statements represent the two accepted ways of 
describing the funds available for distribution 
and are, of course, related to the respective ; 
concepts of surplus mentioned above.
Now since dividend rules have as their 
principal object the maintenance unimpaired 
of the creditors’ protective fund (capital 
stock), both of the rules (and both concepts 
of surplus) should be only a different way of 
phrasing a single idea. And at one time they 
may have been just that. But if they are 
closely examined in the light of modern con­
ditions, they will be found open to different
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interpretations. One rule says that dividends 
are limited to the results of profitable trans­
actions, to real exchanges; the other looks not 
at all to the sources of the assets now to be 
distributed. The latter therefore opens the 
way to revaluations and various capital stock 
manipulations which will seem to leave 
sufficient "value” on the assets side—after the 
dividend has been paid—to cover satisfac­
torily (?) the sum of the debts and the stock.
Thus anyone looking to corporation law for 
guidance in modern finance finds an optional 
treatment provided for surplus and dividends. 
Since no restriction is evident, one is free in 
his self interest to choose the interpretation 
which suits him best, or to incorporate his 
enterprise under the statutes of that State 
which has taken his view of surplus.
In the situations described there is a clash 
of old and new ideas. The old idea of capital 
stock was that it represented the whole contri­
bution, the full consideration at a fair value; 
the new idea is that capital stock is a desig­
nated sum and may be less than the whole 
contribution. The old idea was that the origi­
nal consideration for the stock was a measure 
of the margin-fund for the protection of 
creditors which was to be kept intact for that 
purpose, in some jurisdictions even to the ex­
tent of making capital losses good before pay­
ing dividends out of earnings. The new idea 
is that the directors (upon authority from the 
stockholders) are not only free to show capital 
stock as an amount less than the contribution, 
but they may with a good deal of freedom still 
further reduce the creditors’ margin-fund by 
subsequently transferring value from capital 
stock account to surplus.
It is evident then that a certain distortion 
of sound principle has crept into corporation 
practice. The Uniform Business Corporation 
Act shows how to block loopholes in regard 
to cash dividends from revaluation surplus 
and paid-in surplus. But perhaps there still is 
more that could and should be done. The new 
safeguards which have been recommended in 
the Uniform Statute to be placed about the 
source of the dividends would, if adopted 
into the statutes of the several states, afford 
an additional protection to creditors against 
dividends in impairment of capital, but it is 
still a question whether the creditors are suf­
ficiently protected against other types of im­
pairment which may, with equal force, under­
mine their security.
Current discussions about the tendency for 
individuals and small groups in control of an 
enterprise to disregard the stockholders’ rights, 
should not obscure the concurrent tendency to 
disregard creditors’ rights as well. Creditors 
of a proprietorship are protected by having 
legal recourse to the proprietors’ private 
estates, but creditors of a corporation can look 
only to the enterprise’s capital and surplus, or 
if they are fortunate, to specifically pledged 
property. *
The creditor’s first line of defense is sur­
plus. It is an indication of the amount of 
property withdrawal or value shrinkage which 
may take place without a capital impairment. 
Note that all of the surplus is wholly at the 
discretion of the directors.
Capital stock is the second line of defense. 
It is an indication of the amount of property 
which must not be diminished by dividend. 
But aside from dividends, capital stock under 
modern practice is almost as freely subject to 
change as surplus. It may be frittered away 
in losses or, as some assert, racketeered into 
private pockets without thought of creditors 
who, from their lack of voting power, are 
even less in touch with affairs than the stock­
holders. Or capital stock may be reduced in 
amount by transfers to surplus so that asset 
write-downs may be absorbed or a credit bal­
ance created in surplus, or both. But unless 
such reductions of capital stock are accom­
panied by some violation of a debt contract 
(such as a failure to pay bond interest) or by 
such an exhaustion of the whole stock as 
would throw the concern into receivership, 
the creditors must sit powerless and watch 
their margin of safety shrink. In the end, of 
course, they have recourse to their third line 
of defense, namely the assets specifically 
pledged to their debt—if they have been suf­
ficiently foresighted as to have acquired such 
protection in their contract. But it is often
*This question assumes added importance when 
the point is made that preferred stockholders are, 
for most practical purposes, in the same category 
as creditors, but without the security of specifi­
cally pledged property. In fact, real distinctions 
between creditors and stockholders are tending to 
disappear in practice, though apparently the law 
still fails to see security holders and creditors on 
open account as merely “a hierarchy of individ­
uals” who have supplied capital.
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then too late even for the secured creditors.
It seems, therefore, that a new idea of the 
nature of capital has appeared and is being 
accepted, and it seems that the stockholder is 
given some measure of protection where the 
recommendations of the Uniform Statute 
have been followed. But it also seems that 
there has been no compensating adjustment in 
the rights of creditors in exchange for de­
priving them of the stockholders’ whole con­
tribution as their protection-margin.
The designation as capital stock of a sum 
less than the whole consideration and the 
practically unrestricted power freely to trans­
fer value from stock to surplus, both indicate 
a distinct lowering of the points at which the 
creditors may, through the courts, become 
vocal in their own behalf. That being the 
case, it would seem but just that the creditors 
in some way be given a voice earlier in their 
own interest.
To accomplish this, the creditors’ rights 
might be extended by statute somewhat as 
follows: (1) Any petition to the Secretary of 
State made for permission to reduce the 
amount of its capital stock, either as a partial 
liquidating distribution or as a transfer to some 
surplus or reserve account, shall be accom­
panied by a certificate that notice of the pro­
posed reduction in capital stock has been 
mailed to the corporation’s principal creditors 
and preferred stockholders fifteen days before 
the stockholders’ meeting in which the action 
was voted; (2) When creditors who hold as 
much as twenty per cent of a corporation’s 
total indebtedness and preferred stock con­
clude that an impairment of their margin of 
protection by dividend or losses is imminent, 
they may have an audit made for them by a 
Certified Public Accountant, of their own 
selection, to determine the facts.
Another and more positive method of pro­
viding creditors with an earlier voice in their 
own behalf would be to give them by statute 
the power to elect a majority of the directors 
whenever a Certified Public Accountant’s bal­
ance sheet indicated that the designated capital 
fund had been reduced either (a) by divi­
dends, (b )  by losses, or (c) by transfer to 
surplus. If this power were given to credi­
tors, the law should further provide that such 
voting control would cease and the creditor’s 
directors would retire when a satisfactory re­
habilitation or reorganization of the capital 
structure had been accomplished.
This latter proposal, it will be noted, gives 
the creditors a less complete control than they 
would have in a receivership, but could give 
them a temporary majority control earlier than 
usually would be the case. The thought be­
hind this type of legal right is that an early 
cooperation between creditors and stockhold­
ers, especially during a severe depression, 
would probably result in increased salvage for 
all parties through a sensible reorganization.*
Behind the first and milder suggestion is 
the thought that the creditors probably could 
find ways of influencing the action of the 
stockholders and directors if they, the credi­
tors, had early knowledge of the full facts in 
the case. Perhaps a direct contact with man­
agement could be provided if the creditors and 
preferred stockholders had at all times the 
right to elect a minority of the directors. Their 
representatives would thus be acquainted with 
the company’s policies and could speak for 
the creditors’ point of view when changes were 
necessary or desirable.
Modern conditions require that a company 
be managed with all suppliers of capital in 
mind and not merely the holders of the com­
mon stock. In fact, the best managements 
are not unmindful of the interests of labor 
and the general public as well. What is 
needed is that managements which might tend 
to be laggard in some of these respects should 
be "helped” to a better point of view.
*“The other sort of helpful governmental ac­
tion designed to facilitate readjustment to lower 
price levels might be found in an amendment of 
the Federal bankruptcy law that would permit the 
orderly reorganization of the capital structures of 
corporations unable to meet their obligations when 
due, and which would prevent dissenting minori­
ties from successfully opposing such reorganiza­
tions. England has long had such legislation in 
successful operation. . . .”—Cleveland Trust Com­
pany Bulletin, December 15, 1932.
Begin Now to Plan 
for Milwaukee Meeting 
in September
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State Society Problems
Presentations at Indianapolis Meeting
Basis of State Society Membership
By I. B. M cG la d r ey , C.P.A.,
Cedar Rapids, Iowa
Former President, Iowa Society of Certified 
Public Accountants
We have had plenty of troubles out where 
the tall corn grows, and some fellows say that 
corn juice flows also. I had intended to tell 
you some of them. I think they are very in­
teresting to us, if not entertaining, and they 
might be interesting to you. But after look­
ing over the program this afternoon, I thought 
best to confine myself pretty strictly to a few 
facts (maybe they are just fancies of mine, but 
I think they are facts) that I want to bring 
out.
Our topic is the "Basis of State Society 
Membership.” That seems to me quite a seri­
ous question. And it seems to me, too, that 
before we can arrive at a solution we should 
consider the objects of the State society. It 
seems to me that such objects should be the 
promotion of the highest standards of work 
and the highest standards of ethics among the 
practitioners in the State, and also, cooperation 
with outside professional bodies, particularly 
the national organization.
It would appear to me that the ideal State 
society would be one where the members were 
all of the highest professional attainments and 
who had perfect ethics. This ideal, you will 
probably decide, isn’t very likely to be at­
tained. But if we could have such a society, 
any member would be willing to sign any 
report that any other member would prepare. 
Think that over. If you were called upon to 
sign a report of some member of your State 
organization, perhaps you would hesitate. It 
would be an ideal situation if we could feel 
able to do so without hesitation.
I think the board of directors of this ideal 
State society I am speaking of would have 
power to expel a member, much the same as 
the directors of the Stock Exchange, I believe, 
have the right to expel a member. In other 
words, supposing a black sheep did get into 
the fold, he could be expelled promptly and 
without any difficulty.
In such a society the privilege of membership 
would be prized. It would be the same as a 
seat on the Stock Exchange. From the trouble 
we have had in getting them and keeping 
them, I don’t think the members of the State 
society prize their membership that much. 
We have not yet attained the status of the 
bar associations and the medical societies. Our 
membership is not prized enough.
In such an ideal organization the organiza­
tion would work for the good of the profes­
sion and the good of the public exclusively. 
There would not be any of the purely self- 
centered viewpoints on the part of the mem­
bership in such an ideal State society.
In actuality, we do not have this condition, 
as you well know. Of course our profession 
is a new one. That perhaps is one reason for 
some of our difficulties. We have not had 
time to evolve as far as some of the older 
professions. But it seems to me that we lay 
too great a stress on numbers in our State 
societies. I think if quality were stressed a 
little more, it would benefit us, and I think 
the numbers would come of themselves. One 
bad member in a State organization, or in a 
national organization, as far as that goes, will 
do the profession more harm than ten good 
members can do it good.
I have in mind a case that happened out in 
Iowa. There was a so-called securities com­
pany which was operating not very far from  
where I live; in fact one of the offices of our 
organization is located there. They were sus­
pected of being none too ethical in their 
handling of their investors’ funds, but we did 
not have any definite information on that. 
The company’s books were audited by a certi­
fied public accountant. The report was ren­
dered, published in the largest newspapers in 
our State, the public was asked to invest, and 
they did invest. This certified public account­
ant was not registered to practice in Iowa, and 
the case was brought before the Board, of 
which I was a member, and we took the 
matter up by correspondence with them as we 
do in a case of that kind. We did not want 
to create a great deal of difficulty for them if
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it was merely an unintentional violation of a 
technicality.
While this correspondence was going on, 
the securities company they had audited failed 
shortly after they had put out a statement 
showing a very rosy condition. The Board of 
Accountancy in Iowa decided to investigate, 
and we made an audit of this certified public 
accountant’s audit. We found that it was the 
worst misstatement of the financial condition 
of a concern that I have ever seen, and I think 
the worst I ever heard of.
This certified public accountant, not holding 
a certificate from our State, not being a mem­
ber of our society, and not being in the State 
so we could get our hands on him, is at lib­
erty, and we cannot do anything with him. 
He does belong to accounting organizations, 
however, and I think that he does them more 
harm than a hundred good members can do 
good.
I think that the prompt expulsion of such 
practitioners, if you can call them that, is an 
absolute essential, and should not be delayed.
It seems to me that the remedy for condi­
tions when they are not so good in State 
societies is a little more careful scrutiny of 
new members. We want new members badly, 
but not unless they are the right kind.
Another thing is, to try to improve the 
practice of those who are in the fold. It is 
better to convert those who are not quite so 
good than it is to expel them if there is hope 
of winning them over. But those who do not 
improve, those who are guilty of gross breaches 
of professional ethics, should be promptly ex­
pelled, I believe.
Relation of State Society to 
State Board
By I r v in  W. I m h o f , C.P.A.,
Louisville, Kentucky
President, Kentucky Society of Certified 
Public Accountants
The committee designating this particular 
subject had several points in mind which will 
be discussed in order. I propose to ask several 
questions, and discuss them briefly, with the 
hope that it will invite suggestions and criti­
cisms, as I believe that very much can be 
accomplished through the expression of the 
opinion of the different members that are 
present.
The first question is: "Should the State
statutes provide for nomination to member­
ship on the State board by the State Society ?”
Gentlemen, I think this depends a good 
deal upon whether or not a State has a regu­
latory law. In Kentucky we have no regulatory 
law, and the members of the State board are 
appointed for a term of three years by the 
governor.
I might state that a regulatory law was 
drafted and submitted at the last session of 
our legislature, but the law was not passed. 
Our law, as submitted, provided that the State 
society is to submit a list of nine names from 
which the governor is to select three to con­
stitute the members of the first board, whose 
terms of office would be one, two, and three 
years respectively. Thereafter, each year, the 
State society is to submit three names, from 
which the governor will select one member to 
fill the vacancy created by the terms of the 
law.
We in Kentucky were of the opinion that 
appointments made by governors are usually 
upon recommendation, and therefore the State 
society is in a position to recommend the names 
of persons best qualified for the appointment, 
thus eliminating to a considerable degree ap­
pointments based upon recommendations from 
political friends.
Our attorney general has rendered an opin­
ion that appointments made by the governor 
must be confirmed by the State senate. Re­
cently we have had a Republican governor and 
a Democratic senate, and certain appointments 
that were made were never confirmed. Con­
sequently, our new governor has recently ap­
pointed an entire new board to clear up the 
situation.
The second question which I propose to ask 
is: "Should the State law restrict membership 
on a State board to membership in a State 
society?”
My answer to that question is that it should 
not, although it is believed that one desiring 
to be on the State board, and if qualified to 
hold such office, would be sufficiently inter­
ested in the profession that he most likely 
would be a member of the State society. But 
we do not think it advisable to attempt to 
compel one by legislation to become a member 
of any State society.
The third question which I propose to ask 
is: "Should the State society or the State board 
establish standards of professional conduct, or 
should they be established jointly?”
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I personally do not think that it is possible 
for a State board of three members to handle 
this matter in a satisfactory manner. By that 
I mean that no three persons should set up 
standards to govern fifty or possibly a hun­
dred persons. Neither can the State society do 
it, as the only penalty that a State society can 
provide is expulsion from its society, as it 
cannot provide for the revocation of a certifi­
cate.
I might add that two years ago a committee, 
consisting of members of our Kentucky So­
ciety, drafted a code of ethics, using as a 
foundation the code of ethics of the American 
Institute and the precepts of professional 
conduct of our American Society. The code 
as drafted was discussed at several meetings 
called for that purpose. Several members of 
our society voiced their intentions to resign 
from the society if the code was adopted. 
After much further discussion, it was decided 
that the matter be tabled, or pigeonholed, 
whatever you want to call it, for the time 
being, and consequently its adoption never 
came to a vote.
I might add that at that time the largest 
accounting firm in Louisville, and for that 
matter in the entire State of Kentucky, was 
headed by an executive who was not a certi­
fied public accountant and, in my opinion, had 
no intention of ever becoming certified, al­
though several partners of that firm were 
certified men and were members of our State 
society. That firm had the largest accounting 
practice in the State, had a splendid organiza­
tion, and unquestionably was held in high 
regard by the bankers, who in many instances 
requested that said firm prepare the financial 
statements of the enterprises who desired to 
obtain credit. For this reason we, in Ken­
tucky, have never made our State society 
mean to its members w hat it really should; 
and that has been our problem. The members 
who threatened resignation at that time, in 
view of the unusual condition in Louisville, 
felt they would suffer no loss thereby, and as 
our society would prescribe no penalty for 
violation of the code except expulsion from 
the society, we thought it advisable to drop 
the matter until the passage of a regulatory 
law.
The fourth question which I propose to ask 
is: "Should the State board make reports from 
time to time to the State society with regard 
to problems which it faces?”
I believe, gentlemen, that there should be 
close cooperation between the State board and 
the State society, and that they should work in 
harmony. I don’t think there is any need to 
discuss that question further.
The fifth question which I propose to ask 
is: "Should the State society report to the State 
board from time to time with regard to mat­
ters which it thinks the board should investi­
gate?”
I believe, gentlemen, that there should be a 
report made, that there should be regular 
meetings and discussions at which time prob­
lems can be decided as they are presented.
Discussion
By N e l s o n  E. T aylo r , C.P.A., 
Greenwood, Mississippi
Former President, Mississippi Society of 
Certified Public Accountants
We have conditions in Mississippi that are 
somewhat similar to those in Kentucky, or 
were. I presume all of the State boards and 
the State societies have been encumbered with 
the detestable load of politics. That was our 
experience in Mississippi. We first passed a
C.P.A. law in 1920, being one of the more 
recent states to adopt legislation. It was not 
regulatory legislation, but just the best we 
could do at that time. We rested upon it 
until 1930, I believe it was, at which time we 
revamped our law. Fortunately at that time 
Mississippi was in the process of the formula­
tion and adoption of a new code, and Mr. 
Springer came down our way about that time 
and we pressed him into service, and we wrote 
a new law. We wrote it to suit ourselves, and 
got it into the code and got it through all 
right, with no opposition. The provisions of 
that law may be interesting to you in connec­
tion with the subject which has been under 
discussion. I will call your attention to some 
of those provisions.
The Mississippi Society of Certified Public 
Accountants is given official recognition in that 
law as being a corporation chartered under the 
laws of Mississippi, and provision is made 
that the governor shall appoint the members 
of the State Board of Accountancy from the 
members of the Mississippi Society, and it 
imposes the duty upon the secretary of the 
society to furnish to the governor a list of the 
members each year, or at such times as vacan­
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cies may appear upon the board and are to 
be filled.
Up to this time we have had a succession 
of boards from 1920 up until 1930, in fact up 
until 1932, because the old board is still hold­
ing over, and of those successions of boards 
we have had two men who affiliated them­
selves or were affiliated with the State society. 
The other members of those succeeding boards 
were outside of the society; they had no in­
terest in common with the practitioners, those 
in public practice in the State; with the ex­
ception of these two men that I am telling 
you about, we had no cooperation between 
the State board and the society. In fact, it 
was just a pitiful condition. Now we are 
looking toward better things. We are just at 
the point now where we are to meet the test. 
The new board will be appointed very shortly, 
and will be appointed from members of the 
State society. And we have every assurance 
that the control of the accounting profession 
in the State of Mississippi from now on will 
come from within the profession itself, and 
which, to my mind, Mr. Chairman, is as it 
should be.
I say to you, gentlemen, that it is my opin­
ion that the accountants themselves are more 
capable of governing themselves than by any 
other body of men, by any legislative body or 
by anyone else, because we know the things 
that we ought to do, what ought to be done, 
and we are the men who can best accomplish 
those things and can best set our standards 
and live up to them. So that the control of 
accountants should come from within the 
body of accountants themselves.
There have been several remarks made, sev­
eral allusions in a way of comparing the ac­
countancy profession with that of law and 
that of medicine. I happen to be a member 
of two professions. I am a member of the 
bar as well as a member of the accounting 
profession. I want to say to you, gentlemen, 
there is a favorable comparison, in taking 
cross sections, between the two. Take the bar 
association as a whole, and take a cross section, 
and do the same with the accountancy profes­
sion, and I will say you are not discounted a 
bit. You will come right up to the State bar 
and you will come right up to the American 
bar, and you will come up to any of the medi­
cal professions in standards, education, ethics, 
and the character of work that you are doing. 
Gentlemen, I believe that, and I am just de­
ploring the fact that we keep depreciating 
ourselves and our own values and depreciating 
our estimates in our own minds.
There is an opportunity for the accountancy 
profession at this time to come to the fore­
front and leave all the other professions, from 
the standpoint of ethics and professional 
achievement. You can do it. We have the 
men in the organization to do it, and you can 
do it if you will just get it into your minds. 
I want to see the accountants take that posi­
tion. You don’t need to be afraid of your­
selves. You have passed the experimental 
stage, and you are standing on your own feet; 
you are standing on your own bottom, and 
you can do it. I just hope that you will, from 
now on, assume a leadership in the profes­
sional world, and cease to be imitators.
Competitive Groups
By N o r m a n  E. W e b ster , C.P.A.,
New York City, N. Y.
Former Vice-President, New York State Society 
of Certified Public Accountants
Of course you all know I am pinch-hitting 
for Dr. Klein. Dr. Klein gave a great deal of 
thought to this afternoon, accepted the assign­
ment with pleasure and an appreciation of its 
responsibility, prepared a paper for an ex­
temporaneous speech, got sick, suggested me 
as a substitute, and forgot to send his paper. 
So if you have any criticism, direct it to Dr. 
Klein. If any bouquets, I will take them.
I cannot do much more than just recite 
some of the competitive groups which you 
know as well as I, though maybe it is a good 
idea to list them. First, we think of the gov­
ernmental groups, in the regulated kinds of 
business, banking, with examinations by na­
tional and State examiners, and railroads and 
utilities under the I.C.C. and State commis­
sions ; and then of other Federal organizations 
including the Federal Trade Commission 
which succeeded the old Bureau of Corpora­
tions, and, always with us, the revenue office. 
The Federal government also, through the 
Census office, did a great deal in regard to 
standardizing municipal reports, and some of 
the states are conducting audits of municipal 
accounts. The states also in their insurance 
departments are looking after, in varying de­
grees, the accounts of insurance companies 
which report to them. The Federal govern­
ment has an organization of which maybe
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some of us are not aware, on systemizing; the 
old Bureau of Efficiency, now a part of the 
Civil Service Commission, whose business was 
and is to help standardize the accounting for 
and to provide classifications of some of the 
Government’s functions.
Perhaps I have not mentioned all of the 
places in which the national and State govern­
ments are doing competitive work. When I 
say competitive work I do not say it in any 
critical way. Possibly in some instances, maybe 
in all of them, it is better done than if it were 
all turned over to us. I am not commenting 
on that at all.
There is a second group, the research or­
ganizations. Many of our universities and 
colleges are conducting statistical studies of 
certain classes of industry for particular asso­
ciations; and of course there are similar or­
ganizations organized outside of the colleges, 
the National Economic Council and other in­
stitutions of that kind.
There is a third group whose activities are 
directly affecting the quantity of our work; 
and as to that I will not comment one way or 
the other at this time. I refer to the extent 
to which, if my information is correct, first 
utilities, for a long time, and later large in­
dustries have been auditing their subsidiaries 
and affiliates. Whether all of that has reduced 
or increased the amount of business given to 
the public accountant, I know of no way to 
measure. At times when, because of this cor­
porate auditing, we ceased to have engage­
ments which we had formerly had, we looked 
upon it as a curtailment of our services, but 
there has been growth in other ways, so that 
I don’t know whether all of that is to the ad­
vancement of the profession’s best interests or 
not. If business thinks it is to its best interest, 
and if business is wise in thinking that, then 
it is a matter for us to accept without criticism, 
because I believe we are here to serve business 
and advise with business but not to control it.
If I had Dr. Klein’s paper I would occupy 
more time.
Group Relationships
By F r a n k  W il b u r  M a i n , C.P.A., 
Pittsburgh, Pennsylvania
Past President, Pennsylvania State Board for the 
Examination of Public Accountants
The subject which has been assigned is very 
general, very indefinite, and it means practi­
cally nothing. I could stand before you and 
tell you that for many years Pennsylvania has 
maintained very satisfactory relationships with 
various groups in our State. A representative 
of every other State could stand up here and 
do the same. The real point, as I see it, is, 
what is the purpose back of these relationships, 
and what is being accomplished thereby? 
Pleasant relationships mean nothing. I can 
perhaps illustrate what I have in mind.
A Pennsylvania certified public accountant 
is on very friendly social terms with the presi­
dent of a large industrial concern in Pennsyl­
vania. This industrial concern uses no profes­
sional accountant. This accountant plays golf 
with his friend on Saturdays and Sundays, and 
once a week they have a friendly bridge game. 
In the course of time one of the bankers of 
the industrial concern calls on the head of the 
concern and says, "See here, you have not had 
your accounts audited. If you are going to 
have credit here it is necessary that your state­
ment should be audited, and I would suggest 
that you have A. & B. make your audit.”
The industrial man says, "I guess that is all 
right. I will have this firm of A. & B. make 
the audit.”
This relationship has meant nothing. If, 
on the other hand, the head of the industrial 
concern says, "Well, you know, I think you 
are right. I have been thinking about this 
matter for some time. I have come to know 
Mr. C. W e play golf and bridge together, 
and while he has not been soliciting my busi­
ness, he is so full of accounting that I have 
had in mind to bring this before our board, 
and instead of having A. & B. I am going to 
have C. do this work,” the relationship has 
meant very much.
I am afraid that most of our relationships 
with other groups have been more or less 
along the line of the first illustration.
Pennsylvania has maintained a very definite 
and a very interesting relationship with vari­
ous groups over a long period of years, and in 
order that I may set out this relationship, it is 
necessary that I tell you a little something of 
the personality of the profession in Pennsyl­
vania.
Pennsylvania is a very conservative State, 
and yet it is a very individualistic State. The 
eastern part of Pennsylvania has been and 
still is dominated by the Quaker influence. 
The central part of the State has been influ­
enced by the Pennsylvania Dutch, and is still
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influenced by them. Western Pennsylvania 
has been more or less in the hands of the 
Scotch Presbyterians, and still is. Each of 
these groups is very conservative and yet very 
individualistic.
Pennsylvania was the second State to pass 
the C.P.A. law. Pennsylvania has continued 
the title of C.P.A., but has more or less gone 
its own way.
To illustrate: In its first examination Penn­
sylvania followed the New York practice of 
giving the examination divided into four parts. 
At the end of the first or second examination 
Pennsylvania decided to give it divided only 
as between general accounting and commercial 
law. Pennsylvania has so carried on its ex­
aminations from that time to this. Pennsyl­
vania has never used an examination prepared 
by the Institute, The American Society, or by 
any outside group. Every examination has 
been prepared individually by the members of 
the board or their immediate associates. The 
questions have been adapted to what the mem­
bers believed were the needs of Pennsylvania.
Pennsylvania has always endeavored to 
maintain cooperative and pleasant relation­
ships with every State. Many years ago, how­
ever, at a time when New York State would 
not issue reciprocal certificates, Pennsylvania 
said that as far as Pennsylvania was concerned, 
it would recommend any worthwhile man 
coming to the State, and issue a certificate, no 
matter where he came from or where he ob­
tained his certificate.
For many years, Pennsylvania has felt that 
the examination should be open to every 
group, and quite some years ago it made it 
possible for not only the women citizens but 
for all groups to sit for the examination. Penn­
sylvania has had one colored man, a graduate 
from Yale, take the examination. He did not 
receive a certificate, but only because he did 
not pass the examination.
Pennsylvania has always felt that it must 
always have in mind the interest of the citi­
zens of the State rather than its own interest. 
For this reason Pennsylvania has never pro­
posed, and has never attempted, to enact a 
regulatory law. More of that a little later.
I just mentioned this to indicate something 
of the background of the Pennsylvania C.P.A.
Back in the latter part of the nineties, or in 
the beginning of this century, the leaders in 
Philadelphia established relationships with the
University of Pennsylvania. The matter of 
establishing proper courses was thoroughly 
gone into. The certified public accountants, 
however, saw that the courses that were being 
prepared and given were not of the type that 
was needed. Consequently the members in 
Philadelphia organized a class of their own 
and carried it on under the auspices of the 
University of Pennsylvania. Mr. Moxey went 
on the staff, and for many, many years from 
that time to this, the accounting courses have 
been controlled by the certified public ac­
countants. A few years later, in Pittsburgh, 
certain of the accountants and certain of the 
other professional men went to the chancellor 
and told him it was felt that the University of 
Pittsburgh should establish accounting courses 
of the right type and character, which would 
enable those taking the courses to render the 
right type of service to the business interests 
of Pittsburgh. On the ground that it would 
be of value, Chancellor McCormick established 
the course.
This idea of individualism, you might say, 
of complete coordination, has been carried 
out in our educational contacts. For instance, 
in our relationships with the president of 
Juniata College, we have advised him dis­
tinctly not to put in the same courses as are 
being followed in a State university or in cer­
tain of the larger institutions, and we have 
endeavored to assist the various colleges in 
establishing such courses as would best suit 
their individual communities and render the 
greatest service to the citizen. In other words, 
we believe not only in cooperation, but in in­
dividuality, and in individual personalities.
More recently we perhaps have gone as far, 
if not farther than the accountants of any 
other State, in that we have had a number of 
conferences with Chancellor Bowman of the 
University of Pittsburgh, in respect to estab­
lishing accounting courses in every university. 
We have contended for a long time that not 
only should an accountant know something 
about law, but every lawyer should know 
something about accounting, every dentist 
should know something of the first principles 
of bookkeeping and office procedure, every 
doctor and school teacher and engineer should 
likewise know something about those things. 
In talking this over with some of the citizens 
of Pittsburgh, they said, "Why should a 
teacher know anything about accounting?” I 
think the answer is simple. The teachers do
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have surplus funds. They should invest those 
funds. It is important that they should be 
able to raise their status. We cannot make 
bookkeepers out of everybody; we don’t want 
to, but we do believe that just as each of us 
should know something about the simple rules 
of health, every individual going to any school 
in Pennsylvania should know something of 
accounting and know something of the under­
lying principles, and we believe there would 
be more happy marriages if every housewife 
knew just a little bit about the accounts and 
something as to what a bank account means.
I simply mention this to indicate that in our 
relationships with the schools we have been 
endeavoring not only to be on friendly terms 
and to sit with them at banquets, but we have 
endeavored to help them, with the thought 
in mind that accounting is a great deal bigger 
than our own profession, and that we do have 
a certain definite responsibility.
We have maintained during this same 
period a very cordial relationship with the 
banking groups. For a long time the R.M.A. 
group in Pittsburgh have met with our Pitts­
burgh Chapter. In more recent years the same 
thing is true in Philadelphia. We have en­
deavored to contact with the Bankers Associa­
tion, we have encouraged the accountants 
throughout the State to go in and get ac­
quainted with the bankers, particularly the 
heads of the banks. The only complaint we 
have about the R.M.A. is that we are doing 
work for the future. In addition to forming 
contacts with the younger men, we believe 
that the C.P.A’s of the State should contact 
with and know the presidents of the banks of 
their communities, and we believe that by 
knowing them there will be a more pleasant 
and more satisfactory and more definite re­
lationship, and in this relationship with the 
banker groups those in practice longer have 
not hesitated to tell the bankers that we be­
lieve that most of the complaints about their 
accountants are as much their fault as they 
are the fault of the accountants themselves. 
In this relationship the thought has been not 
to just know these bankers, but to bring about 
a greater responsibility on the part of the ac­
countant, and at the same time a real apprecia­
tion on the part of the banker of the ac­
countant.
I refer not only to the formal action of the 
Pennsylvania Institute of Certified Public Ac­
countants and its four chapters (they actually
have four chapters, and in the next few years 
there will be several more), but also to the 
actions and the accomplishments of the State 
Board and of the individual groups of ac­
countants, because, after all, we cannot very 
well divide ourselves up and say that we are 
all of us either a Pennsylvania Institute man 
or a chapter man, or this or that. We have 
endeavored to bring about a feeling through­
out the State that wherever a certified public 
accountant is, and whatever he may be doing, 
if those who come in contact with him don’t 
know he is a certified public accountant, and 
don’t have a high respect for accounting, there 
is something wrong with his attitude.
During this period we have also maintained 
very pleasant relationships with many of the 
chambers of commerce throughout the State. 
If you will look over the rosters of the cham­
bers of commerce of Pennsylvania you will 
find that in many cities the names of certified 
public accountants are listed, and you will also 
find that, generally speaking, these certified 
public accountants are serving on committees 
and taking more or less active part in the work 
of the chamber, not so much with the idea of 
improving the business phases of the chamber 
as the idea of bringing to the men of the 
various communities the various types of serv­
ices that the public accountants can render.
During the past few years the accountants 
have maintained relations with the members 
of the bar. A year or so ago an act was pro­
posed which would have been very harmful 
to both the certified public accountants and 
the attorneys. In the "pickling” of this act the 
certified public accountants and the lawyers 
were shoulder to shoulder. Through the plan­
ning this year of the Pennsylvania Institute 
and the chapters, the accountant is working 
more closely with the various groups of bar 
members.
The members of the Pennsylvania Institute 
have also maintained for a long period very 
pleasant relationships with the National As­
sociation of Cost Accountants in their chapter. 
In fact, many of the officers of the Cost As­
sociation chapters have been members of the 
Pennsylvania Institute. More recently there 
has been a constant advocacy of the fact that 
the members of the Pennsylvania Institute 
should contact with the various trade associa­
tions, to the end that they might be of further 
service.
As I see it, the matter of group relation­
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ships is very largely dependent upon the ele­
ments that are back of it. In the first place, I 
believe we must be absolutely sincere in our 
relationships with other groups. If there isn’t 
concern, I don’t believe we can get very far.
I touched on the fact some time ago that 
Pennsylvania is one State that never had a 
regulatory law. We don’t believe in it, al­
though we may some time. I can tell you why. 
Pennsylvania is the second largest State, from 
the standpoint of population, in the country. 
Unlike New York, however, where a very 
considerable portion of the population is in 
one city, Pennsylvania has a large number of 
large cities, in addition to Philadelphia and 
Pittsburgh. I refer to Scranton, Harrisburg, 
Wilkes-Barre, McKeesport, Erie, Reading, 
Altoona; and another group, such as Oil City, 
Franklin, and many cities of that type. We 
believe that it would be unfair, for instance, 
to the business man of Corry, to say, "In the 
future, Mr. Small Business Man, when you 
want an accountant, when you have to use a 
public accountant or a certified public account­
ant, send to Pittsburgh or some place else.” 
We do have a certified public accountant in 
Corry. I think the time will come when the 
State will be covered, and it will be possible 
to do something of that kind. But pending 
that time, we don’t believe it is to the best 
interests of the citizens of Pennsylvania. We 
don’t say what any other State should do. We 
believe strongly in cooperation, but not nearly 
so much in coordination as Colonel Carter 
Carter does. We believe we should maintain 
our own individualities and our own per­
sonalities. It wouldn’t be well if we all 
thought alike.
When I talk with Mr. Homer Dunn, I get 
a different reaction than when I talk with Mr. 
Springer. I think there should be a distinct 
individuality, and personalities should be 
maintained. If, however, we have respect for 
one another, and cooperate with one another, 
I think that is as far as we should go. In 
addition to having these group relationships 
based upon sincerity, I think there should 
be a definite purpose. In other words, we have 
always had something in mind when we talked 
to our university friends. They might not 
always know it; we wouldn’t always tell them 
we had that in back of our heads. We were 
always dreaming dreams as to what we might
do. And I think that it is absolutely necessary 
that there must be some vision back of these 
contacts.
In Pennsylvania, for a number of years, 
some of us have dreamed this dream: While 
at the present time we believe we have the 
best secretary in the country, a number of us 
have advocated that the headquarters will 
some day be at Harrisburg, and we will have 
a paid secretary, who will do nothing but con­
tact with the chambers of commerce, the vari­
ous departments of the State, and the various 
trade associations. We believe that in this 
relationship we should not only be sincere, 
we should not only have a purpose, but we 
should prove ourselves good business men.
I enjoyed President Miller’s speech this 
morning. I disagreed with him that we can­
not be both professional and business men. I 
hope that I can be a better business man than 
I have been. I think that as accountants, as 
State societies, and as groups, we must be bet­
ter and better business men, as well as better 
professional men.
I think that perhaps the highest compliment 
that was ever paid me was when I came to a 
board meeting, and at the conclusion, after 
certain matters were discussed, a man said, 
"Main, I believe you are a real business man.” 
I felt that was a higher compliment than if he 
had said, "Your accounting theories are O.K.”
I think that in our relationships we must prove 
ourselves real business men as well as profes­
sional, and I believe if we will definitely de­
cide, not that we make the same contacts that 
Colonel Carter is making in New York, not 
that we make the same contacts as are made 
in Pennsylvania, but to size up the situation in 
our own State and come to know the citizens 
in our own State, and make those contacts 
there that will spread the gospel of better ac­
counting, we can bring about relationships 
that will have some punch to them, and then 
they will be worth while in accomplishment.
A customer sent the following note to his 
grocer:
"Please send six dozen eggs; if good, I will 
send check.”
The grocer, however, was not doing any 
business on such risky terms, so he replied: 
"Send check; if good, I will send six dozen
eggs.”
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Accounting Theory and Depression 
Financial Statements
The Application of Theoretical Principles as Affecting 
Various Items in Currently Published Balance 
Sheets and Income Statements
By La w r e n c e  A l l e n  O d l in , M.B.A. (Lieutenant-Commander, Supply Corps, U. S. Navy) *
PART II
In the previous installment it was con­
cluded that under certain conditions, and 
within definite restrictions, the write-down of 
capital asset values is justified. Accounting 
theory can, and must be, reconciled with con­
siderations of economic expediency in times 
of radically changing price levels. The trend 
in the reduction of plant valuation, however, 
must be studied in the light of considerations 
other than that alone of its effect on the in­
come statement as a result of the reduced 
charge for depreciation, and little justification 
on any grounds can be found for writing en­
tire plant accounts completely off the books. 
The conclusion reached seems fully justified 
by the recent survey of the asset write-off 
movement in industry, made by the National 
Association of Cost Accountants, results of 
which were released late in February.
Before leaving the subject of plant de­
preciation, however, a further difficulty some­
what peculiar to present conditions may be 
noted. There is today a tendency on the part 
of some companies to write down to a nomi­
nal value not their entire plant accounts, but 
that portion thereof which represents property 
now idle but otherwise in good condition 
and properly valued. The theory here seems 
to be that curtailed current production should 
not be required to absorb the additional manu­
facturing expense represented by depreciation 
on idle plant and equipment.
This theory can scarcely be justified, if it be
*The opinions or assertions contained herein are 
the private ones of the writer, and are not to be 
construed as official or reflecting the views of the 
Navy Department or the Naval Service at large.
correctly held that the product should bear all 
the overhead of fixed assets "used and useful” 
in the company’s business. Exceptional in­
stances, of course, might be found where it 
had been definitely determined to abandon 
and dispose of the plant and equipment in 
question irrespective of any possible improve­
ment in business. But where this condition 
does not exist, charging off the assets seems 
highly improper. The problem faced by or­
ganizations possessing expanded and partially 
idle plant facilities in meeting the competition 
of smaller companies, which can now operate 
at full capacity, is believed to be one that man­
agement rather than the accountant is called 
upon to solve.
One does not need to be converted to any 
of the doctrines of "technocracy” to realize the 
difficulty of this problem. The existence in 
many industries of plant facilities far in excess 
of current needs for production is a matter 
of general belief and recognition. If present 
reduced levels of production can reasonably 
be considered but a temporary condition, the 
situation might be met by including in op­
erating expenses the depreciation on only that 
part of the plant in actual use, and carrying 
as a general, or even an extraordinary expense, 
the entire overhead (including depreciation) 
of all idle plant and equipment.
Ca p it a l  Losses  Su s t a in e d
Losses in fixed assets which are actually 
realized seem to present less of an accounting 
problem. Such losses, for instance, as those 
incident to the sacrifice sales of capital assets, 
can hardly be considered current operating 
losses, and a charge direct to surplus, or to 
an appropriate reserve if existing, is indicated.
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The chief question arising here is one of 
form. The suggestion has been made that all 
losses, both realized and unrealized, which 
may be definitely classified as extraordinary 
and arising from abnormal economic condi­
tions, be shown in a supplementary income 
statement following the conventional one re­
flecting the normal operation of the business. 
In this way, after reaching a figure represent­
ing net profit (or net loss) for the operations 
of the period, the extraordinary losses would 
be set up, and one final result carried to the 
balance sheet.
Decision as to proper accounting for all 
losses on investments, both realized and un­
realized, depends on the nature of the busi­
ness, and the purpose for which the invest­
ments were made. The various accounting 
methods of treating losses on securities that 
are open to investment trusts, some of which 
regard the portfolio more in the nature of a 
fixed asset than as a current asset, are so com­
plicated as to be beyond the scope of this gen­
eral and necessarily superficial discussion. For 
a business which regards and treats its invest­
ments as current assets, realized losses from 
sales of securities undoubtedly belong in the 
income account. Unrealized losses in invest­
ments present more of an accounting problem. 
It is conceivable that these prospective losses 
might be of such magnitude that a special re­
serve should be set up out of surplus, on the 
theory of the inevitable ultimate loss being 
extraordinary, and due to abnormal security 
markets. It is also conceivable that possibili­
ties of partial future appreciation warrant a 
reserve of somewhat less than the indicated 
present depreciation from cost, the full extent 
of which, however, might properly be shown 
as a footnote.
Sh r in k a g e  o f  W o r k in g  Ca p it a l
Losses in receivables and inventories may 
likewise be those realized and those of a con­
tingent nature. Both realized and unrealized 
losses due to bad debts must, of course, be 
provided for, and it is conceivable that these 
losses might be divided into two groups, and 
charged in the manner already suggested in 
connection with realized losses in fixed assets. 
It seems quite proper to distinguish in some 
way the normal loss on uncollectible accounts 
from the extraordinary losses of this nature
with which some business organizations are 
currently faced, and to eliminate the latter 
from the ordinary income statement.
Inventories present an unusually difficult 
question in the accounts of all concerns which 
are required to keep a substantial proportion 
of current assets invested in this form. The 
various recognized methods of inventory 
valuation often produce in normal times sub­
stantially similar results. This, however, is 
far from the case today, and a change from 
one method to another will frequently effect 
a substantial difference in the net profit shown 
by the current income statement. Even the 
conventional notation that inventories are 
shown "at cost or market, whichever is lower” 
may have little meaning, since "cost or mar­
ket” may mean items, classes, or complete in­
ventories. The inclusion or exclusion of cer­
tain elements of "cost” is another factor of 
importance. Generally speaking, only one ex­
ception to the rule that inventory losses should 
be reflected in the income account seems rea­
sonable. When a company is required by the 
nature of its business to maintain a large in­
ventory of some one staple raw material, it 
seems proper that an extraordinary loss due 
to drastic fall in its market price might be 
made direct to surplus.
Su r p l u s  a n d  R eserves
In addition to the manner in which current 
losses of various degrees and kinds are re­
flected in financial statements, the accounting 
treatment of surplus and reserves more than 
ever merits the interest of the layman. These 
items are frequently presented on balance 
sheets in such complicated forms, and under 
such peculiar terminology, that their precise 
meaning is not always clear. Where different 
kinds of surplus, such as capital surplus, paid- 
in surplus, surplus arising from appreciation, 
etc., and earned surplus are found, the ques­
tion will arise as to which of these accounts 
should absorb the charges for losses which 
may have been classified as extraordinary. 
Many instances can be noted at the present 
time where plant account write-downs are 
charged to capital surplus, and earned surplus 
is left intact.
The distinction between capital surplus of 
various kinds and earned surplus is clearly 
maintained in some balance sheets, while in
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others less careful treatment appears to have 
been given. If credits to earned surplus have 
been carefully restricted to actual earnings, no 
difficulty is experienced in ordinary cases, al­
though a tendency exists to allow earned sur­
plus of subsidiaries improperly to appear as 
earned surplus on consolidated balance sheets. 
It is becoming somewhat more widely recog­
nized, however, that theoretical distinctions 
between capital surplus of various kinds, and 
earned surplus are not as important as they 
were once considered.
The distinction is usually clear enough as to 
origin, but the difficulties arise when charges 
begin to be made. Extraordinary losses of 
various kinds, to which reference has been 
made, are especially significant as to the par­
ticular kind of surplus, capital or earned, 
against which they may be charged. Objec­
tions are heard to the practice, in spite of its 
current prevalence, of making such charges to 
any kind of capital surplus when a substantial 
earned surplus is left intact. Thereafter the 
true meaning of both these items in subse­
quent balance sheets will be extremely dubious 
without complete explanatory data.
A further question arises in the absence of 
earned surplus as to the various kinds of capi­
tal surplus, if any, which are properly charge­
able with losses of this character. A bona fide 
paid-in surplus, according to one school of 
thought, should be reserved for stock trans­
actions. But if a paid-in surplus should be 
considered not available to take charges for 
extraordinary losses, inquiry may be made as 
to what fundamental difference exists between 
such a surplus and one which is created by 
reducing the stated no-par value, or the higher 
par value, of capital stock to a lower stated or 
par value, provided the former substantially 
represented contributed capital. Under present 
conditions which include the marked disap­
pearance of the prejudice formerly existing 
against nominal or very low par values, the 
surplus which many corporations have cre­
ated by the change to this form of corporate 
financing assumes importance at this time.
D esir a ble  Sim p l if ic a t io n
The whole subject of surplus and surplus 
reserves is confusing to the layman and, it is 
sometimes suspected, to the accountant. One 
often wonders if a satisfactory solution of this
problem may not be found by radical simplifi­
cation and abandonment of some fine theoreti­
cal distinctions which may have lost their 
original significance. To the layman some such 
procedure would be most welcome, and it 
cannot be denied that less complicated treat­
ment of surplus would enhance public con­
fidence in published balance sheets. It is not 
to be wondered that investors look askance 
at financial statements where the "income 
statement,” for example, of an investment 
trust shows moderate but substantial net earn­
ings for the current period carried to surplus, 
upon reference to which account, and by dint 
of elaborate computations and adjustments be­
tween surplus and reserves of various kinds, 
he is able to discover that instead of profits, 
realized and probably irretrievable losses many 
times the reported earnings have been sus­
tained. Moreover, when the portfolio is car­
ried at “cost less reserves,” and the amount 
of the latter is not stated, there is no way in 
which the investor can ascertain the extent 
of unrealized or "paper losses.”
The specific items touched upon are but a 
few of the many features of accounts that merit 
consideration. Those chosen were singled 
out because of their peculiar significance at 
this particular time in the interest of accurate 
and authoritative information for stockhold­
ers, and for the public. The importance to 
the investor of rational financial statements, 
clear as to these items, and adequately re­
flecting the effect thereon of the unusual 
conditions which exist today in many business 
enterprises, will scarcely be denied. It seems 
obvious also that the accounting profession 
is faced with particular responsibility at times 
like the present. There is, however, ample 
evidence both of ability and of willingness on 
the part of the profession to accept this re­
sponsibility, for at least two distinct lines of 
thought looking toward improvements in ac­
counting practice, and procedure, can be dis­
tinguished in the current activities of the com­
mittees of several organizations, both those 
within the profession and those of closely 
allied interests.
So l u t io n  by  Selec tiv e  P r o c ess
One group in the profession at work on the 
problem frankly recognizes the difficulty of 
laying down any definite rules for treating
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specific situations. There are today, so their 
arguments run, many acceptable accounting 
methods and practices which, taken together, 
constitute a body of conventions that have 
been evolved over a period of time from both 
theoretical and practical considerations. These 
practices form the basis upon which a balance 
sheet at regular intervals is prepared, and in­
come for the preceding period determined. 
The selection for universal use of one par­
ticular method from among the several ac­
ceptable ones, which specific method would 
then become generally binding, is subject to 
objections which appear obvious when one 
considers the complex and peculiar character 
of different situations arising in many varied 
lines of business.
The solution suggested by this group as an 
alternative seems to follow the general thesis 
that standards in accounting procedure are 
preferable to standardized accounts. Those 
holding this view would simply ask adherence 
to certain broad principles of accounting which 
have won fairly general acceptance, and then 
require that the detailed methods of treating 
certain items in financial statements, selected 
from within the limits of such broad princi­
ples, be clearly indicated in the statements. 
This proposal contemplates the formal adop­
tion by directors or management of detailed 
instructions clearly setting forth the method 
of accounting and reporting to be employed.
Such detailed methods, as that, for instance, 
to be used in arriving at the exact basis of 
valuation employed for particular kinds of 
assets, would either be indicated briefly in the 
balance-sheet captions or accompanying foot­
notes, or set forth more at length, if neces­
sary, in a supplementary statement available 
to stockholders. The importance of showing 
such details is apparent from the further re­
quirement that detailed methods, once adopted, 
be followed consistently from year to year. 
If any material change in principle or appli­
cation should at some future time become 
desirable, the obligation would exist to call 
attention to such change and to indicate the 
reason therefor.
The general adoption of procedure along 
these or similar lines, if it could be accom­
plished, would unquestionably result in more 
informative statements. Furthermore, balance 
sheets prepared in this way would furnish an 
excellent comparative basis whereby results
from year to year could fairly be measured. 
The result would tend toward the uniformity 
of financial statements of the same company 
for different periods, even though it would 
probably have little effect in standardizing 
those of different companies for the same 
period.
A l t e r n a t iv e  o f  St a n d a r d  P r o c ed u r e
Another group in the accounting profes­
sion inclines to the view that even further 
uniformity is desirable and possibly attainable. 
While both the difficulties and the disad­
vantages of rigid standardization of account­
ing practices are freely recognized, it seems 
to be felt that much more can be done than 
merely to set forth broad and generally accepted 
principles, and to leave application of these 
principles entirely to individual companies. 
The position is taken that duly qualified com­
mittees of able Certified Public Accountants 
could and should formulate somewhat more 
detailed criteria governing specific methods 
to be employed in applying general principles, 
which methods it should be found practicable 
for all to follow in a large majority of audit 
engagements.
In spite of the opposition in the accounting 
profession sure to be aroused by such pro­
posals, this view has its appeal to the layman. 
In these days when committees of stock ex­
changes, bankers’ associations, chambers of 
commerce, credit associations, and others are 
busily laying down precepts of accounting pro­
cedure, comment is often heard to the effect 
that all hands, except the accountants them­
selves, seem to be making most of the rules. 
Even the legal aspects of the treatment of 
various individual items in balance sheets and 
income accounts are authoratively propounded 
in current law publications. Perhaps this 
seemingly strange condition is merely a typical 
manifestation of the spirit of an age when 
nearly everyone except the economist is of­
fering a guaranteed cure for the world’s cur­
rent economic ills.
The practical solution of some of the prob­
lems confronting the accounting profession, 
in which the public is vitally interested, may 
or may not lie along either one of the paths 
indicated. It seems entirely conceivable that 
both schools of thought will play a part in 
such results as current developments may
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eventually bring forth. The important fea­
ture of the situation is not what form the 
solution shall take, but that progress toward 
a solution of some sort shall be made. Pos­
sibilities of constructive accomplishment seem 
to be indicated also by the most recent report 
of the Industrial Securities Committee of the 
Investment Bankers Association of America. 
This report stresses the need for a greater de­
gree of cooperation between various agencies 
now independently taking part in the move­
ment to improve the methods of accounting 
by corporate enterprises. To this end the sug­
gestion has been offered that a committee be 
formed for the current year to include a rep­
resentative from each of three organizations 
which have heretofore been active in the field.
Constructive and voluntary action along 
the lines suggested, to be taken within the 
profession and among allied interests, seems 
preferable to external control of any kind. 
It does not appear to be generally known or 
recognized, judging from absence of comment 
in current professional publications, that 
another form of control over accounting prac­
tices, in addition to that of various unofficial 
committees and agencies now at work, seems 
to be incipient. Reference is made to legis­
lative proposals looking toward government 
regulation of accounting practices and meth­
ods as a means of enforcing, under federal 
control, the publication of more complete 
financial statements of all corporations whose 
capitalization exceeds $200,000. Members of 
the profession who may have overlooked recent 
developments in this direction might profita­
bly familiarize themselves with the short but
perhaps far-reaching provisions of Senator 
Couzen’s bill introduced in the Senate June 
29, 1932 (Senate Bill 4939, 72nd Congress, 
first session). Although this particular bill 
was not reported or considered by the Senate 
Committee on Finance during the session re­
cently ended, it is reasonable to assume that a 
similar bill may be brought before the next 
Congress.
Whatever the immediate outcome of this or 
similar legislative proposals, it seems reason­
ably obvious that their mere existence aug­
ments and amplifies the situation arising from 
general interest in published financial state­
ments during a depression. Both unite in pre­
senting to the accounting profession an op­
portunity which should be improved to enhance 
its prestige. The present interest of all sides 
in matters of accounting and corporate finance, 
and the insistent public demand for financial 
statements which accurately reflect true condi­
tions, should be welcomed by the profession 
as a challenge to be met, rather than regarded 
as a menace to be feared. Confidence, which a 
chastened and impoverished public, disillu­
sioned as to some of its financial and business 
leaders, seems more willing and ready than 
ever before to place in properly audited finan­
cial statements, must be justified by aggressive 
and articulate sponsorship, by the accounting 
profession, of standards meeting the urgent 
needs of the times. While adequate disclosure 
is a goal toward which the accountant has 
been working quietly for many years, the time 
now seems to have come when it should no 
longer be left to others to assume the role of 
active leadership in this cause.
Cost Reports for Use By the Executive
By J. B. F e n n e r , C.P.A ., Indianapolis, Indiana
TH E above topic, in its broadest sense, 
covers a large field in accountancy, and 
may be said, in fact, to embrace the subject 
almost in its entirety. Nobody can properly 
prepare and submit cost reports to an executive 
without understanding thoroughly the science 
of accounting, and particularly the art of pre­
senting the accounting facts in a clear, intel­
ligible manner to the executive involved. All 
detail work leads to it, and practically all mat­
ters of policy are dependent in large degree on 
the information presented in such reports.
C la sses  o f  Ex e c u t iv e s
An executive, according to the dictionary, 
is one who has charge of the responsibility of 
carrying out some plan, but far beyond this 
simple definition is the interpretation that 
custom and usage have put on the word. An
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"executive” has come to mean not only the 
chief officer in charge of a business or organi­
zation of any kind, but also a humble straw- 
boss who has charge of maybe two or three 
men besides himself. Between these two ex­
tremes, of course, there are multitudinous 
types of executives as determined by their re­
lative positions in the voluminous activities 
of humanity generally. Then, in addition to 
that, executives in even the same company, or 
companies, of a similar nature, vary with the 
individual educational training, experience, 
and duties of the particular person involved, 
so that at the outset it should be borne in 
mind that no uniform report can be adopted 
for each and every phase of accounting pre­
sentation. The most we can hope to establish 
are general principles incident to each type.
One point for the accountant to remember 
is that reports are supposed to be made for 
the executive, not executives made for the 
reports. The smartest accountant in the world 
will be considered a very ordinary person in­
deed unless that accountant studies to show 
himself approved by the executive he is ren­
dering reports to. Too often, the accountant 
is inclined to bemoan the lack of interest 
given his reports by executives, when the truth 
of the matter is that the accountant himself is 
to blame for presenting the facts and figures 
in a cold and purposeless maze of schedules 
and reports that confuse rather than help the 
reader. Some accountants think that by being 
very technical they can cover their own lack 
of knowledge.
”Three-fourths of the mistakes a man makes 
are made because he does not really know the 
things he thinks he knows.—Ja m e s  B r y c e .”
The above quotation, a slogan found on the 
first page of T h e  C er tified  P u b l ic  Ac­
c o u n t a n t  monthly magazine, states the case 
concretely.
We can, for the sake of this discussion, 
center our thoughts on three general types of 
executives which accountants generally agree 
on as being representative of what are to be 
found in organizations of any size at all. 
They are:
(a) General. (Officials, partners, and 
others in high managerial capacity.)
(b )  Special. (Heads of particular divisions, 
such as Sales, Production, Accounting, En­
gineering, etc.)
(c) Minor. (Departmental heads, foremen, 
etc.)
We will attempt to cover each of the three 
main groups stated above, and describe the 
type of reports that, as a general rule, would 
particularly interest each class; and we will 
attempt to bring out, in regard to each type of 
executive, the following features which pertain 
generally to the reports which they will be 
interested in.
(a) Period covered—yearly, monthly, etc.
(b )  Best method of presentation; i.e., con­
densed, graphic, charts, etc.
(c) Creative side of report, bringing out 
special circumstances, changes, future possi­
bilities, etc.
We will start at the top with reports to 
general executives and work down through 
the ranks as far as time permitted by a limited 
discussion will allow. We will consider only 
the main line of presentment in this discus­
sion, but it follows, as the night the day, that 
no accountant can prepare intelligent reports 
for leading executives without having his un­
derlying detailed financial records in excellent 
condition.
G e n e r a l  Ex e c u t iv e s
The general executive is responsible pri­
marily for the inauguration and carrying out 
of matters of general policy, and he ordinarily 
will desire chiefly only those reports over a 
rather extended period, such as an estimate 
for the coming year, or report of what has 
happened in the past year or past two or three 
years, and only such condensed close-up special 
views of the business as are necessary for him 
to get a running glance, from day to day, of 
what is going on around him. A list of the 
types of reports that will especially appeal to 
him is shown in Appendix A.
The accountant should try to place himself 
in the position of the chief executive when­
ever he comes to a point where it is the custom 
to present figures, say of a monthly operation, 
or of a yearly program, either in prospect or 
in retrospect. The accountant, if he is adept at 
interpreting the figures, can predict with re­
markable accuracy certain trends which the 
chief executive ought to know about, but too 
often the accountant has his nose so close to 
the grindstone that he never gets a clear vision 
of the way the business is being driven and,
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therefore, is in no better position to advise 
his chief executive than a rank outsider. This 
is very regrettable, because the accountant, if 
he misses this opportunity, may also be missing 
it for his associates who rely on the account­
ant’s figures for guidance. It is like a vessel 
without the man in the lookout station report­
ing an iceberg ahead, and is just as disastrous 
in the experience of many a business. The ac­
countant, therefore, should elevate his position 
in his own mind to the point where he will 
look upon the situation with the eyes of a 
chief executive. In no other way can he in­
terpret the figures so that they will be of 
value to the man who is in charge.
It may be said, in passing, that many a 
chief executive today came up from the ranks 
of accountancy because he did have that 
broader perspective and was able to see beyond 
mere figures, and to interpret the accounting 
data in such a way as to run a major enterprise 
successfully.
In dealing with the chief executive, as with 
all other executives that we will discuss, I 
would again emphasize the desirability of 
paying due attention to the particular traits of 
the person you are reporting to. A man who 
has come up from the production side of a 
business and is a rough-and-ready type, will 
be harder to deal with in some respects than 
a man who has had some accounting training. 
On the other hand, if he has an eagerness to 
learn new things, as ordinarily he would have 
to become a chief executive, he will take per­
haps more interest in your work than a man 
who has had accountancy training for the job; 
and his degree of interest will be measured 
by the degree of efficiency with which you un­
derstand his attitude and strive to please and 
satisfy him. No matter how wonderfully you 
have gotten up your reports, if the person who 
has to judge your performance fails to grasp 
the principles that you bring out, your work 
is a failure, and you yourself will be con­
demned as incompetent.
Spec ia l  Ex e c u t iv e s
Under this heading, I would like to touch 
on four main types which are to be found in 
the average business:
1. Sales Manager, or in some cases Vice- 
President in charge of sales.
2. Comptroller and Treasurer.
3. Plant Superintendent or Production Ex­
ecutive.
4. Chief Engineer.
These four types ordinarily are active in 
their own fields, without any too much regard 
for the several other divisions; but here again 
it should be the duty and privilege of the 
skillful accountant to divulge in proper reports 
sufficient knowledge of the other divisions to 
let each of these special executives realize his 
part in the picture. The Sales Manager will 
be more enthused if he has reports bringing 
out the success of the Production Executive to 
reduce costs and the Chief Engineer’s accom­
plishment in giving a better product. The 
Production Executive, likewise, will be anxious 
to improve the product and reduce the cost, 
if he has an intelligent grasp of the work 
which the Sales Executive is doing for the 
organization and some conception of the prob­
lems which he faces. The Financial Executive 
can not intelligently handle this job unless he 
is well versed in the main features of these 
other main divisions. The whole set-up, 
whether it is just these four special executives, 
or ten times as many in the group, is depend­
ent for its proper functioning directly on the 
degree with which they interlock and the suf­
ficiency of the information given each as to his 
individual responsibilities toward the organiza­
tion as a whole. A brief list of reports usual 
for these types will be found in Appendix B.
M in o r  Ex e c u t iv e s
For want of a nail the shoe was lost,
For want of a shoe the horse was lost,
For want of a horse, the general was lost,
For want of a general, the battle was lost.
(Old Proverb.)
It is ofttimes the relatively small thing that 
is neglected, and from this neglect larger 
things fail in their purpose, just as in the old 
saying quoted above. The reference to 
"Minor” executives is not intended as a re­
flection on their importance, but is merely used 
as a basis of comparing their position relatively 
in the organization.
The executives in this group are naturally 
the most numerous in any sizable organization, 
and on their dependability and intelligence 
rests the superstructure of any business. Study 
the inner workings of any well-running and 
successful enterprise. Nine times out of ten it
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will be found that supporting the general and 
special executives there are employees of loy­
alty and intelligence right down through the 
ranks, welded into a harmonious unit by the 
minor executives in their several stations. By 
the same token, in the unsuccessfully managed 
organization will be found a weak understrata 
of uncontrolled forces on which the higher 
executives, regardless of their individual abil­
ity, are unsuccessfully relying.
The number included under this caption are 
very numerous, but for the purpose of this 
discussion, we may analyze a few typical ex­
amples under the following captions:
1. Cashier.
2. Chief Inspector.
3. General Timekeeper.
4. Statistician.
5. Plant Foremen.
6. Storekeeper.
Dealing now with the types of reports these 
minor executives should use for their guid­
ance, we soon find that by reason of their very 
job most of these executives are themselves 
originators of reports for higher executives, 
as well as for their subordinates. Neverthe­
less, they, as well as special executives re­
ferred to previously, must be guided by certain 
other explanatory reports in order to func­
tion for the good of all. The point I wish to 
make is that no cut-and-dried formula can 
be laid down for these executives, inasmuch as 
changing conditions will change the nature of 
reports rendered.
On Exhibit C will be found a representative 
group of reports used generally by minor ex­
ecutives, and in our discussion of these the 
thought uppermost in mind should be that of 
getting the theory applied in bringing out a 
given principle.
T he M echanics of G etting Materials 
for Reports
You have already been instructed in various 
cost systems and their workings, so that in a 
general way at least you have been informed 
on the sources of information available for 
accounting reports, particularly those which 
originate in the Cost Department of an in­
dustrial enterprise. You should become fa­
miliar with the twentieth-century marvels in 
machine-accounting, which aid the accountant 
in the arduous labors incident to preparing
summary reports for use by executives. In 
this article we have necessarily gone beyond 
the limits of cost-accounting and embraced 
general accounting, which is the vehicle used 
for transmitting Cost Department figures to 
the final statements. Each is a separate field in 
accounting, but one can not be fully under­
stood or used to the fullest extent without the 
other. As an accountant, you should try to 
master as many phases of each branch of ac­
counting as possible, in order to have at your 
fingers’ tips a clear understanding of the 
reservoirs of information which the ac­
counts will reveal to the man who can unlock 
their contents and assimilate the facts in 
orderly fashion. There is no magic word, such 
as "Open Sesame,” used in a well-known 
fairy tale. Knowledge of the so-called me­
chanics of the job is as necessary to the ac­
countant as it is to the operator of a highly 
complicated machine.
Some Special Phases of Cost Reports
I. Factory Overhead
In some ways overhead or burden, or what­
ever other name may be given to cover the 
item of factory expenses, is one of the most 
illusive factors appearing in cost-reports.
Overhead has always been a matter on 
which accountants have differences of opinion 
as to the application of it to the cost of the 
product; and in addition to the matter of 
applying the burden on some equitable basis, 
there is always present the lack of knowledge 
which the average layman and many account­
ants have as to what items of expense are 
properly included under this heading. To 
simplify the account, some authorities have 
broken down component elements into three 
main divisions, as follows:
Fixed Overhead. Including rent, deprecia­
tion, fire insurance, property taxes, and what­
ever other contractual or more or less prede­
termined inflexible expenses appear from 
month to month over a reasonable period of 
time.
Semi-Fixed Overhead. Including partially 
controllable factors, such as repairs, executive 
and main organization salaries, experimental 
work, engineering, outside professional serv­
ices, etc.
Variable Overhead. Including material
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handling, time clerks, light and heat, inspec­
tion, sanitation, supplies, and other factory 
expenses which should be budgeted and kept 
in direct step with the volume of production 
in a given month.
If the accountant will keep the three above- 
named divisions in line, it will avoid misun­
derstanding when an explanation is demanded 
as to why the overhead expense has not come 
down in a given month, say ten per cent in 
direct proportion to a ten per cent reduction 
in volume. The accountant, if he has his fig­
ures well in hand, can demonstrate to the ex­
ecutive by proper reports that the items enum­
erated above as fixed overhead will not fluctu­
ate, no matter whether the plant is going full 
time, double time, or only ten per cent of the 
time, unless some radical change in the entire 
set-up is made by the management. On the 
other hand, the accountant would have suf­
ficient control over the semi-fixed and the 
variable expenses through his budgets to en­
able him to present to the executive a clear- 
cut explanation of why those expenses were 
not kept in line with any increase or decrease 
in production.
II. Time Study or Labor-Control Plans
This discussion is too brief to permit of 
more than a passing notice being given this 
very vital subject, but cost-reports for the 
executive will never be adequately presented 
unless there is reflected in them some idea of 
the labor cost and the reason for variation 
between a given standard and the actual ex­
perience in the various departments.
Practically every well-managed business 
today has some kind of a wage incentive plan, 
calculated to reward the energetic and skillful 
worker and weed out the slow and incompe­
tent employee. This is not only necessary for 
the purpose of keeping the organization per­
forming on an efficient and economical basis, 
but the same plan is of great value to the 
cost department in making its estimates pre­
paratory to making bids for new business and 
in making up budgets over a given period. 
The same plan also enables the Production 
Executive and his sub-executives to measure 
the individual performance of their workers 
accurately and thereby get away from the old- 
fashioned idea of judging men by outward 
appearances and allowing personal prejudices
to interfere with proper managerial control.
Cost reports in this connection should be 
made up daily, giving all interested executives 
sufficient knowledge to know what the work­
ers are doing within twenty-four hours of the 
time their work is completed. Modern busi­
ness does not permit of waste and inefficiency 
to carry along over a month, or even longer 
periods as in the past, eventually resulting in 
disastrous losses to the business.
III. Material Control
Cost reports must bring out constantly to 
the management such information in regard 
to materials as will prevent the accumulation 
of slow and obsolete goods in the inventory, 
and must also present accurately the actual 
cost of production in so far as material is con­
cerned, as compared with an estimated stand­
ard on which quotations may have been based 
and upon which the successful running of the 
business depends.
The cost accountant should work hand in 
glove with the purchasing executive in pre­
paring monthly budgets of material to bring 
in, and these should not be allowed to get out 
of line with the expected sales for the same 
period. It is only by thus budgeting the ma­
terials to bring in that inventories can be kept 
in line; but further than that, the cost account­
ant must make periodical reports of items that 
are not moving, some of which may have been 
shelved by change in design or the loss of 
customers who took an exclusive design. The 
dark corners of the stock room must be cleaned 
out periodically to avoid pyramiding of ma­
terials that represent obsolete assets with their 
resultant heavy losses in liquidation.
Summary
The above three main factors of overhead, 
materials, and labor comprise the basic factors 
in costing as generally understood in manu­
facturing accounting at least. They should 
be thoroughly understood by the accountant in 
charge of report making, and should be pre­
sented to the interested executives in such a 
way that each can see the relation which these 
three factors have to his part in the work. 
The Sales Executive, for instance, must be 
kept informed of any change in basic costs, 
so he can gauge his price lists accordingly.
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The Production Executive, on the other hand, 
must be kept advised of the figure which com­
petition is forcing the Sales Executive to get, 
so he in turn can work toward getting his 
costs down, thereby enabling his organization 
to stay in the picture. All these things have 
to be carefully watched and planned at fre­
quent intervals if the organization is to avoid 
financial disaster.
It has been well said that the more varied 
an accountant’s training in other lines of 
work, the more efficient he is in the handling 
of accounting records. One reason for this is 
that a man who has had some knowledge of 
the moving-picture business, for instance, is 
aware of certain special features of that busi­
ness and is prepared, therefore, to watch for 
the kind of statements that ought to bring out 
performances, trends, etc., to the fullest pos­
sible extent. In other words, he can talk the 
language of his associates.
The statement is made generally that ac­
counting is more or less alike, no matter where 
you find i t ; but we all know that, as in a good 
story, there are certain fundamentals such as 
the introduction, the climax, the conclusion, 
etc.; still there are as many different kinds of 
stories as there are individual writers; and in 
business the accountant will find that, no mat­
ter what previous experience he may have had, 
the particular business he is in is distinct and 
individual as compared with every other busi­
ness in that line, or any other line. We have 
tried to bring out in this discussion that there 
is more than exact figures involved in presen­
tation of reports, and if it is kept constantly in 
mind that our work as accountants is measured 
by the degree of success we attain in getting 
our story across to those who are interested in 
the contents, we will give more attention to 
the window-dressing side of our work. In 
other words try, as an accountant, to develop 
sales tact and engineering sagacity. Be more 
than just a crabby, old, narrow-minded grouch, 
such as visualized in "Old Scrooge,” immor­
talized by Dickens.
Make it your business to read at least one 
business magazine and one or two accounting 
periodicals regularly. Accounting is a rapidly 
changing profession which has vast untouched 
avenues of constructive work waiting for the 
accountant with vision to develop. Just glance 
back over the records about ten years, and 
compare the progress made.
Great things are ahead for the man with 
vision and courage. An accountant’s position 
is unique in that he has all sources of informa­
tion open to his inspection, and the success 
with which he masters the available data will 
measure his own success or failure in present­
ing cost reports to his executives.
T ypes o f  Reports
A ppendix A
I. General Executive
1. The Balance Sheet.
2. The Profit and Loss Statement, this 
month, last month, and year to date.
(a) Supporting schedule of units sold, dol­
lar value, cost of sales, and gross profits 
on main items.
3. Factory overhead month by month, and 
average for past two years in each account.
4. Sales, cash, purchasing, and production 
budgets on the first of each month covering 
current month, plus comparison of actual with 
budget for previous month.
5. Estimates of sales, net profit, inventory, 
and cash position the first of each month cov­
ering previous month.
6. Daily summary report of orders received 
and shipped in each main sales classification, 
cash balance, merchandise purchased, amount 
produced, arranged to bring out also the 
month to date results.
7. Monthly summary report by comptroller, 
pointing out salient features developed by 
underlying accounting reports.
8. Special reports on costs of manufacture, 
development expense, and engineering, sales 
prospects in new territories or on new prod­
ucts, etc.
A ppendix B
I. Sales Manager
1. Monthly analysis of sales, broken down 
as to territory, salesman, and individual cus­
tomers.
(a) Cost of salesman’s salary and travel 
per unit sold.
(b) Chart of unit volume this month, com­
pared with same month last year.
(c) Proportion of different sales types sold 
by each salesman.
2. Monthly comparison of cumulative yearly 
sales with same period last year.
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(a) Chart showing twelve-month moving 
average of units sold.
(b )  Table of salesmen’s territories, show­
ing increase and decrease over last year.
(c) New accounts opened and old accounts 
closed.
3. Cost of advertising, broken down into 
component elements.
4. Special reports on territories that are be­
ing specially developed.
II. Comptroller and Treasurer
Same reports as go to General Executive, 
plus:
1. Daily business analysis of cash, showing 
location and amount of supporting balances.
2. Monthly analysis of receivables, showing 
age of open balances.
3. Bonds, notes, and other payables ma­
turing within sixty days.
4. Comparison of actual and standard costs.
5. All budgets.
III. Plant Superintendent
1. Daily report of operating performance 
the previous day, showing:
(a) Individual workman’s performance in 
terms of Bedeaux hour or other meas­
urements.
(b ) Defective workmanship reported previ­
ous day.
2. Budget of factory overhead.
(a) For current month.
(b ) Actual last month in comparison with 
budget and statement explaining dif­
ferences.
3. Scrap report by departments this month 
and last.
4. Variations between standard and actual 
costs.
5. Special cost statements on repairs, etc.
IV. Chief Engineer
1. Monthly analysis of special development 
expense orders.
2. Monthly cost of making good the guar­
antees to customers, and reasons for allow­
ances.
3. Special analyses of engineering tests.
A ppendix C
I. Cashier
1. Monthly cost of carrying employees’ 
group insurance.
2. Cost of allowances for pensions, gratui­
ties, etc., to employees.
3. Analysis of interest paid on indebtedness.
II. Chief Inspector
1. Daily report of previous day’s rejections.
2. Cumulative statement month to date and 
same period last month on materials scrapped.
3. Cost of inspection per unit passed each 
month.
4. General report of monthly experience 
with standard.
III. Chief Timekeeper
1. Monthly analysis of labor turnover.
2. Cost of accidents each month and year to 
date.
IV. Statistician
All reports given to Sales Manager, plus:
1. Charts of performance showing activities 
in various divisions.
2. Comparison of performance with the in­
dustry generally.
V . Factory Foremen
1. Units produced previous day and labor 
cost in terms of Bedeaux or other standard.
2. Daily record of individual workman's 
performance.
VI. Storekeeper
1. Cost of material handling in terms of 
wage per unit moved.
2. Cost of writing off obsolete materials.
An Accountancy Amalga­
mation
(From The Accountant (England) of Feb­
ruary 11, 1933.)
In these days when accountancy bodies are 
apt to multiply exceedingly, it is a refreshing 
change to learn of a merger. The Institution of 
Certified Public Accountants, incorporated in 
1903, and the Central Association of Account­
ants, incorporated in 1905, have now amalga­
mated, and the combined body will carry on 
its business from its offices at 5 Salters’ Hall 
Court, Cannon Street, E. C. 4, under the title 
of "The Institution of Certified Public Ac­
countants.”
There can, we think, be no doubt that the 
two bodies have acted wisely in their own 
interests in the step they have taken. In 1930 
when the Departmental Committee of Regis­
tration was sitting, the membership of the In­
stitution of Certified Public Accountants was
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stated to be only 175 and that of the Central 
Association as 727, and these numbers have 
evidently not greatly altered, as the member­
ship of the combined body is still under 1,000. 
At the time of the Departmental Committee, 
evidence was also given by representatives of 
the respective bodies that the Institution of 
Certified Public Accountants relied more upon 
experience than examinations as a qualification 
for membership, while the articles of the Cen­
tral Association had been altered in Septem­
ber 1929 so as to make examination an es­
sential condition of admission. We note that 
admission to the combined body will be by 
examination only and this is all to the good, 
provided, of course, that the standard of the 
examinations is maintained at a high level.
The designation of "Certified Public Ac­
countant,” which has been in use by the mem­
bers of the Institution for many years, will be 
continued in respect of the membership of the 
combined body, but those members of "The 
Central Association of Accountants” who may 
still desire to retain the designation of "As­
sociated Accountants” are permitted to do so.
In this connection we are interested to note 
that at an extraordinary general meeting of 
the London Association of Accountants held 
on 30th December, a special resolution was 
passed for the alteration of the name of the 
association to "The Association of Certified 
Accountants incorporating the London Asso­
ciation of Accountants Limited,” but we 
understand that the Board of Trade refused 
to sanction the change. We cannot help feel­
ing that the decision is a wise one. The simi­
larity between the designation "Certified Pub­
lic Accountant” used by the Institution of 
Certified Public Accountants, and that of 
"Certified Accountant” which is used by the 
London Association, is sufficiently confusing 
without adding to the difficulty by an altera­
tion such as was proposed.
The Associated Accountant, the official or­
gan of the Central Association, confidently 
anticipates that the amalgamation "may well 
be the prelude to that getting together’ which 
was advocated by the chairman of the Local 
Legislation Committee of the House of Com­
mons.”
Owner of Stock is Real Client of the 
Auditor
Report, By Accountants Hired Independently, 
Might Be Helpful
By Royal F. M u n g e r  
(Taken from Chicago Daily N ew s)
N O W  that the Insull securities are as un- 
fashionable as they once were fashion­
able, there are plenty of people to say that such 
a colossal mistake in the management of other 
peoples’ money can never occur again. Don’t 
be too sure. History has a way of repeating 
itself, and the Insull collapse, far from being 
unique, merely followed the same old groove 
that has been worn by one company after an­
other during the last fifty years. The point of 
weakness, in modern corporate management, is 
the inability of the stockholders to obtain ac­
curate information as to what is being done 
with their money and their property.
How is it that Insull could control the stock
market, dominate syndicates, and borrow mil­
lions upon millions without criticism from his 
stockholders? Of course it may be said, with 
a certain amount of justice, that the stock­
holders themselves were imbued with the bull 
market hysteria, and would have been quite 
as likely to try to peg Commonwealth Edison 
at $330 a share, as was Insull himself.
On the other hand, there runs through the 
whole Insull story the feeling that the manage­
ment considered itself utterly immune to criti­
cism. Its reports were compiled to show what 
Insull wanted to show — subject to the con­
science of the accountants who handled the 
reports. The consequence of this situation was
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a series of vigorous arguments, behind closed 
doors, as to the necessity of including certain 
explanatory material.
The accountants won the debate, in so far 
as they forced the inclusion of facts and figures 
bearing on matters which they considered vital. 
For that they deserve the highest praise, for 
they stood up to Insull in his day of wrath, 
and that was something that no politician, and 
few newspaper men cared to tackle. The ac­
countants were compelled to stop, however, 
at the bare inclusion of their data. They were 
not able to prevent Mr. Insull from using his 
own emphasis of light and shade to make the 
reports as favorable as possible. If there is a 
lesson in the Insull debacle, it is that all Amer­
ican business needs to place the hiring of its 
audits on an entirely new basis.
N eed N ew  Insig h t
In theory, the board of directors represents 
the stockholders, and retains an auditor at con­
venient intervals to check up on the activities 
of the management. In actual practice, in nine 
corporations out of ten, the real executive of 
the business is the chairman of the board, who 
draws a salary, and would no more think of 
criticising his own actions, or employing an 
auditor to criticise them, than of cutting off 
his own hand.
This observation should not be interpreted 
as a blast at the American accountant. There is 
no finer or more conscientious group in busi­
ness than the average high-grade firm of certi­
fied public accountants. They force matters 
into the open in the very teeth of the manage­
ment in more instances than the public ever is 
aware. But what they have done, as a stabiliz­
ing business factor, is not a fraction of what 
they could do if their employers were the 
people whose real interests were at stake.
Suppose that the Insull auditors—and there 
was no better auditing firm in the United 
States—had been employed by the stockhold­
ers’ committee instead of by Insull. Suppose 
that, instead of forcing Insull to make an 
itemized report of stocks he had pledged 
against bank loans, an admission, fairly drag­
ged out of him at a time when he was straining 
every resource to support the market, the audi­
tors had been writing a report for the stock­
holders themselves. What would they have 
said then, in the way of criticism and em­
phasis ?
Still Covering  U p
If anyone thinks that American business can 
be cured of its tendency to suppress unpalatable 
information by trying to develop auditors into 
a race of supermen, they have another guess 
coming. It is not humanly possible. The audi­
tor will see that every figure is honestly checked 
and is reflected somewhere in the report, but 
he cannot be expected to put headlines on 
the fact that the man who employs him has 
blundered.
What the management wants to conceal, it 
handles through a subsidiary company—and 
then does not direct an audit of the books of 
the subsidiary. Even some of the recent Insull 
reports, comprehensive as they are, do not trace 
all transactions in their ultimate ramifications 
down through subsidiary and affiliated groups. 
We think we know why.
It may be desirable, as a general practice, to 
have stockholders form a committee directly at 
the annual meeting for the purpose of employ­
ing the auditor. Whatever be the solution, the 
problem is evident.
There is only one way to make an audit, and 
that is to have the auditor retained and directed 
by the people whose money is concerned. The 
sooner American business learns that, the 
better for the future peace of the management.
New Chicago Stock Exchange 
Rules
The governors of the Chicago Stock Ex­
change adopted ten rules as of March 21st. 
Most of them were new, but practically all 
contained a reworded phraseology.
Those of special interest to accountants are: 
"The Chicago Stock Exchange favors a policy 
of full publicity. After a security has been 
listed the public and press will be given ac­
cess to listing application and to reports filed 
with the exchange.”
"Securities will not be listed co-incident 
with a public offering. Applications will only 
be considered when the company demonstrates 
that the securities to be listed are sufficiently 
distributed to the public to assure a free and 
open market.”
"Only independent, responsible trust com­
panies may act as trustees for listed bond 
issues.”
( Continued on page 235)
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The Third American Check-List 
of Early Bookkeeping Texts
Compiled by Jo seph  C. M yer, B.S., C.P.A. (N. Y. and N. J.), LL.D. 
Dean, St. John’s College, School of Accounting, Commerce and Finance,
and
H e r r m a n n  H erskow itz, M.C.S., C.P.A. (N. Y .), LL.M. 
Instructor in Accounting, St. John’s College, School of Accounting, 
Commerce and Finance
(From books owned by them)
In America, the two major check-lists of 
bookkeeping textbooks published prior to 
1850, appeared in the two catalogues (1927 
and 1930) of the Montgomery Library of 
Accountancy, in Columbia University, and in 
the September, 1932, issue of the Accounting 
Review. While these two lists afford a compre­
hensive view of early books on the subject, 
the preparation of the third American check­
list of early bookkeeping text books was 
deemed essential for the following reasons:
1 . Over one hundred titles contained in the 
following bibliography do not appear in either 
of the two preceding lists.
2. Additional biographical data is submitted.
3. Specialized phases of financial, business, 
professional and governmental activity are 
encompassed.
Many old manuscript account books, as well 
as treatises on accounting history contained in 
the same collections, have been omitted.
The books on this list are available on re­
quest and by appointment for inspection and 
study by any accountant or instructor who is 
interested.
AGUCCHIA, LATTANTIO
H Computista pagato . . . Roma: Mascardi, 
1613.
ALOARDI, LUIGI 
H ragioniere . . . Milano: Destefanis, 1817. 
AMATO, D. GIUSEPPE CARLO 
Il microscopio dei computisti ossia instruzioni 
di economia pratica. Bassano: 1788. 
ANDRIESSENS, J. B. P. de 
Openbaeringhe van het italiaens boeckhouden 
op aventeur ter zee . . . Antwerpen: Gruys, 
1724.
ANWENDUNG der doppelten buchhaltung auf 
die finanz operations . . . (Austria) (1761). 
AUCHINLECK, WILLIAM  
Tables of interest . . .  to which is added a short
treatise on bookkeeping. B elfast: Smyth, 1805. 
Jackson’s complete system of bookkeeping. New 
edition. Belfast: Simms, 1826.
AYRES, JOHN  
Arithmetic made easie for the use and benefit 
of tradesmen . . . 13th ed. London: Norris, 
1716.
B., E.
The stock-broker’s vade-mecum. . . .  to all per­
sons concerned in the funds, in calculating the 
amount of any sum, capital stock. . . . Salis­
bury: Easton, 1799.
BAILY, FRANCIS
The doctrine of interest and annuities . . . 
London: Richardson, 1808.
BALUGANI, PELLEGRINO 
Instruzione brevissima per formare con metodo 
qualunque scrittura in un libro doppio . . . .  
Modena: Soliani, 1745.
BARLET, C. H.
Traité complet des opérations commerciales et 
de la tenue des livres. 2nd ed. Malines: 1857. 
BARRÉME, FRANÇOIS, 1640?-1703 
Le livre nécessaire pour les comptables . . . 
Paris: Thierry, 1694.
Le livre nécessaire pour les comptables, avocats, 
notaires, procureurs, negociants . . . Paris: 
1694.
Traité des parties doubles; ou, methode aisée 
pour apprendre á tenir en parties doubles les 
livres du commerce & des finances avec un traité 
de finance. . . . P aris: 1721.
BASSI, GIULIO 
Aritmetica Pratica. . . . Piacenza: Ardizzoni. 
1645.
BAUER, FRIEDRICH
Handbuch der schriflichen gescháftsfuhrung fur 
das búrgerliche leben. 6th ed. Quedlinburg and 
Leipzig: 1831.
BECKMANN, JOHANN
Anleitung zur handlungs-wissenschaft. Goettin­
gen: Yandenhoek, 1789.
BENNETT, JAMES (ARLINGTON)
The American system of practical book-keeping.
. . . New York: Paul, 1820.
Jackson’s book-keeping. . . . New York: Paul,
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1821. (Bound with Bennett, the American sys­
tem of practical book-keeping, 1820 ed.)
The American system of practical bookkeeping. 
. . . 8th ed. New York: Collins, 1826.
8th ed. New York: printed and published by 
the author, 1826.
BEUSSERN, NICOLAUM
Neu Volikommenes buchhalten. . . . Frank­
furt: 1669.
BERGHAUS, JOHANN ISAAC 
Anleitung zum landwirthschaftlichen reehnung- 
swesen. . . . Braunschweig: 1796.
BERTRAND, D.
La clef de toutes les tenues de livres. . . . 2nd 
ed. Paris: 1847.
BIERMANN, LORENTZ
Neue arithmetisehe schatzkammer . . . samt 
einem buchhalten. . . . Nurnberg: 1667.
BLANCHARD, WILHELMUS
De probations per libros mercatorum. . . . 
Coloniae: 1786.
BODE, HEINRICH (praeses)
Dissertatio inauguralis juridica de libris mer­
catorum suspectis. . . . Magdeburg: Gruneri, 
1724.
BONAVIE, JOAO BAPTISTA
Mercador exacto nos seus livros de contas. 
. . . Porto: Guimaraens, 1771.
BOOTH, BENJAM IN
A complete system of book-keeping. . . . Lon­
don: Couckman, 1789.
B6RGO, PIETRO
Libro de abacho. Yenetiis: Lenum, 1567.
BOUCHER
La science des negoeians et teneurs de livres. 
. . . Paris: 1803.
BRADY, JOHN H.
The executor’s account-book. . . . London: 
Sweet, 1845.
BRIDGE, B.
The southern and western calculator: or, ele­
ments of arithmetic. . . . Philadelphia: Key, 
1831.
BUCKLIN, ISAAC B.
Bucklin’s counting house journal. . . . Troy: 
New York: Tuttle, 1833.
BURN, J. I.
A brief treatise on the law relative to stock­
jobbing. . . . 2nd ed. London: Boosey, 1803.
CAREY, GEO. G.
Every man his own broker. . . . London: John­
ston, 1820.
CASATI, JOHANN V.
Practische anleitung zur buchhaltung. . . . 
Vienna: Tendler, 1829.
CATANEO, PIETRO 
Le pratiche delle due prime matematiche. Ven­
tia: Griffio, 1559.
Le pratiche delle due prime matematiche. Vene­
tia: Griffio, 1567.
CAZCARRA, F.
La contabilidad razional. Valencia: 1852.
CHATTERIS, HENRY
The tradesman’s manual. . . . 2nd ed. London: 
Keymer, 1843.
CHILD, SIR JOSIAH
A new discourse of trade. . . . London: Sowle, 
1698.
CLARE, MARTIN, d., 1751 
Youth’s introduction to trade and business. 
. . . 8th ed. London: Fuller, 1758.
CLERKE, GEORGE
The landed-man ’s assistant . . . containing 
method of keeping accounts of estates. . . . 
London: King (1715).
COCKER, EDWARD, 1636-1676.
Cocker’s arithmetic. 54th ed. London: Ware, 
1753.
Code de commerce. Par. 8-17, des livres de com­
merce. Paris: Galland, 1807.
COFFIN, JAMES HENRY, 1806-1873
Progressive exercises in book-keeping. . . . 
2nd ed. Greenfield, Mass.: 1841.
COLLIER, JOSHUA
A defence of double entry. . . . London: 
Printed for the author, 1796. (Bound with 
Booth, a complete system of Book-keeping, 
1789 ed.)
COLLINS, JOHN, 1625-1683.
An introduction to merchants’ accompts. . . . 
2nd ed. London: printed by James Flesher, 1664. 
(Bound with Malynes Consuetudo, 1656 ed.)
THE COMPLEAT compting-house companion.
. . . London: Johnston, 1758.
THE COMPLEAT dealer’s assistant. . . . Lon­
don: Owen, 1760.
CORTENOVIS, GIRALAMO PIETRO 
Abbaco ovvero pratica generale dell’ aritmetica. 
Venezia, Molinari, 1800. 2 vols.
CORY, ISAAC PRESTON, 1802-1842
A practical treatise on accounts. . . . 2nd ed. 
London: Pickering, 1839.
—ed. London: Pickering, 1840.
COUTREELS, JOHAN
’t konstigh cyffer-boek. Utrecht: Poolsum, 1690. 
CRITTENDEN, S. W.
An inductive and practical treatise on book­
keeping by single and double entry. . . . Phila­
delphia: Biddle, 1849.
CRONHELM, F. W.
Double entry by single. . . . London: Long­
man, 1818.
CRUGER, CARL (Ed. Langhenie), 1778-1831 
Der kaufmann. . . . 3rd ed. Hamburg: Herold, 
1837.
DAFFORNE, RICHARD
The merchants mirror. . . . 3rd ed. corrected 
and amended. London: R. H. and J. G. for 
Nicholas Bourne, 1660. (Bound with Malynes 
Consuetudo. 1656 ed.)
DANDO, JOSEPH  
A complete and infallible system of practical 
bookkeeping by double entry. . . . Philadelphia, 
published by the author, 1842.
DAVIES, BENJAM IN  
A new and concise system of book-keeping ac­
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cording to the Italian method of double entry. 
. . . 2nd ed. Philadelphia: Johnson, 1819.
DECKER, Jr., JOHANN HEINRICH
Gründliche anweisung zur riehtigen formirung 
der schluss balaze und abschliessung der haupt­
bucher. Hamburg: 1806.
DEFOE, DANIEL, 1661-1731
The complete English tradesman in familiar 
letters. . . . 2nd ed., London: Rivington, 1727.
DEGRANGE, EDMOND
La tenue des livres rendue facile. . . . 10th ed. 
Paris: Saintin, 1818.
DEIGHAN, P.
A complete treatise on book-keeping. Dublin: 
Author, 1807.
DESCHAMPS, JEAN-M ARIE
Nouveau manuel des monnaies, poids, mesures, 
cours des changes, funds publics, etc. Paris: 
1844.
DEWIDELS, A.
Die doppelte buchhaltung in briefen . . . P rag: 
1816. 2 vols.
DILWORTH, THOMAS, d. 1780.
The young book-keeper’s assistant. . . . 7th ed. 
London: Causton, 1777.
13th ed. Wilmington: Brymberg, 1798.
New ed. York: Wilson, 1828.
DÖPLER, JACOB
Neu vermehrter getreur und ungetreuer rech­
nungs beamter. . . . 3rd ed. Frankfurth and 
Leipzig. 1724.
DOUGALL, JOHN
The young man’s best companion and guide to 
useful knowledge. Bungay: Kinnersley, 1815. 
The young man’s companion and guide to use­
fu l knowledge. London: McGowan.
DROÙET, M. F.
Les parties doubles. P aris: Chez l ’auteur, 1824.
DUBOST, CHRISTOPHER
The elements of commerce . . . operations of 
exchanges, arbitrations of exchange. . . . 2nd 
ed. London: Boosey, 1818.
D’ULLOA, S. ALFONSO 
Institutione de’ mercanti. . . . (Translation of 
Saravia, instruccio de mercaderes, Medina, Los­
tio, 1547). Venetia: Zaltieri, 1561.
DUNN, SAMUEL, d. 1794.
New method of book-keeping (bound with Wal­
ter, a new mathematical dictionary, 2nd ed. 
London: printed for the author, 1762).
DURIEU, E.
Formulaire de la comptabilité des percepteurs 
et des receveurs des communes des hospices. . . . 
Paris, 1842.
DUSSEAU, JOHANNES CAREL GABRIEL 
Het koopmans boekhouden. . . . Amsterdam: 
Schalskamps, 1824.
ELEMENTS OF BOOKKEEPING . . .  for the 
use of schools. Dublin: Published by direction 
of the commissioners of national education in 
Ireland. 1852.
EULER, MARTIN
Neues handlungs-lexikon in deutschen, franzö­
sichen und italienischen rubriken für kaufleute 
und contoristen. Carlsruhe: 1790.
EVERARD, W.
Mercantile Bookkeeping. . . . London: Author, 
1764.
THE FARMER’S GUIDE. . . .  By the author 
of the farmer’s letters. London: Strahan, 1770. 
FENNING, D., d. 1767 
The schoolmaster’s most useful companion. . . . 
Part II  a very short and easy sketch of book­
keeping by way of common debtor and creditor 
only, by which accompts may be kept with ease 
and exactness. . . . London: author, 1765. 
The British youth’s instructor . . .  to which 
is added a compendious method of bookkeeping. 
. . . 11th ed. London: Crowder, 1787.
FISHER, GEORGE, pseud. (Mrs. Slack)
The instructor. . . . 16th ed. London: printed 
for C. Hitch, 1765.
23rd ed. London: Woodfall, 1777.
—ed. London, 1799.
FITZGERARD, EDMUND 
An epitome of the elements of Italian book­
keeping. Whitehaven: Foster, 1771.
FLÜGEL, GEORG THAMAS 
Theoretische ubhandlung vom doppelten buch­
halten. . . . Frankfurt, a.M., 1781.
. . . Getreuer und aufrichtiger wegweiser zur 
grundlichen erlernung des doppelten und einfa­
chen buchhaltens. . . . Frankfurt, a.M., Klimbt, 
1792.
FORESTANI, LORENZO 
Pratica d ’arithmetica. . . . Venetia: Varisco, 
1603.
FÖRTSCH, M. F.
Instructie of grondige onderrichting over het 
italiaens boeckhouden. . . . Amsterdam, Sten- 
del, 1765.
FOSTER, BENJAM IN FRANKLIN
The theory and practice of book-keeping. . . . 
London: Souter, 1840.
Double entry elucidated. 4th ed., London: Law, 
1849.
A concise treatise on commercial book-keeping. 
7th ed. Boston: Marvin, 1851.
The origin and progress of book-keeping. Lon­
don: Souter, 1852.
FOSTER, B. WOOD
A practical system of bookkeeping. . . . 5th ed. 
Boston: Saxton, 1845.
FRISTEDT, Em.
Forsok till ekonomiskt bokhalleri. . . . Stock­
holm: 1831.
FRITSCH, HEINRICH TOBIAS MARTIN 
Die buchhaltung für buchhändler. . . . Coslin: 
1836.
FURTENBACH, JOSEPH  
Feriae architectonicae. . . . (Ulm: 1662). 
GIRAUDEAU, PIERRE
La banque rendue facile aux principales nations 
de l ’Europe. Nouvelle ed. . . . Geneve: Chez
l ’auteur, 1756.
Dernićre éd. Lyon: Leroy. (1799.)
GIUSTINIANO, BERNARDO
Breve trattato delle continuationi d e’ cambi. 
. . . Mondovi: Giflandi, 1421 (i.e. 1521).
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GOSNELL, THOMAS KNOLLES 
An elucidation of the Italian method of book­
keeping. . . . London: Printed for the author, 
1796. (Bound with Booth, a complete system of 
book-keeping, 1789 ed.)
GREIG, JOHN
The young ladies’ new guide to arithmetic . . . 
together with the method of making out bills of 
parcels, book debts, receipts, etc. 8th ed. Lon­
don: Crosby, 1814.
GHALIGAI, FRANCESCO
Practica arithmetica. Firenze: Giunti, 1552. 
GILBART, NAMES WILLIAM
A practical treatise on banking . . . with a 
section on banking book-keeping. London: 
Longman, 1836.
GORDON, WILLIAM, d. 1793
The general counting house and man of busi­
ness. . . . 2nd ed. Edinburgh: Donaldson, 1770. 
The universal accountant and complete mer­
chant. 4th ed. Edinburgh: Donaldson, 1777. 
GRISOGONO, SIMON
Il mercante arricchito, del perfetto quaderniere. 
. . . Venetia: Vecchi, 1609.
—ed. Venetia: Ginami, 1664.
GUTSCHE, FRIEDRICH WILHELM
Die landwirthschaftliche buchhaltung. . . . 
Prag: Haase, 1814.
GUY, JOSEPH
Guy’s complete treatise of bookkeeping by sin­
gle entry. . . . 2nd ed. London: Cradock, 1844. 
HADDON, JAMES
Rudimentary bookkeeping and commercial 
phraseology. London: Weale, 1851. 
HAMILTON, ROBERT, 1743-1829
An introduction to merchandise. . . . Edin­
burgh: Cadell, 1777. 2 vols.
—2nd ed. Edinburgh: Elliot, 1788.
An inquiry concerning . . . the management 
of the national debt. Edinburgh: Oliphant, 
1813.
HAMILTON, WILLIAM
Rental accounts made easy. . . . Edinburgh: 
printed for the author. 1727.
HATTON, EDWARD, 1664-1731?
The merchant’s magazine or trades-man’s treas­
ury. . . . London: Coningsby, 1695.
5th ed., cor. and improved, London: printed by 
E. M. for Chr. Coningsby, 1707.
An intire system of arithmetic. . . . London: 
King, 1721.
HAWKINS, JOHN
Clavis commercii, or, the key of commerce. . . . 
2nd ed. London: Tracy, 1704.
HAYES, RICHARD 
A new method for valuing of annuities upon 
lives. . . . London: Printed for the author, 
1727.
Modem book-keeping. . . . 2nd ed. London: 
Noon, 1739.
The gentleman’s complete book-keeper. . . . 
London: printed for J. Noon. 1741.
HELWIG, SAMUEL FRIEDRICH
Anweisung zur leichten und gründlichen erler­
nung der italienischen doppelten buchhaltung. 
. . . 2nd ed. Stettin: Leich, 1790.
HEM AN’S, MRS.
Young woman’s companion. London: Virtue. 
(1839.)
HENDERSON, ALEXANDER GORDON
Bookkeeping by single and double entry. . . . 
2nd ed. London: Hamilton, 1847.
HINZE, HEIMBERT JOHANN
Grunsätze des landwirthschaftlechen rechnung­
swesens. . . . Helmstadt: Fleckeisen, 1800.
AN HISTORICAL view of the court of exchequer 
. . .  by a late learned judge. Savoy: Nutt, 1738.
HITCHCOCK, I. IRVINE  
Leger of Hitchcock’s new method of teaching 
book-keeping. Philadelphia: Author, 1828.
HOPESTEIN, ALBERT
Praktisches handbuch der buchfuhrungstunds 
fur den deutschen buchhandel. . . . Leipzig: 
Brockhaus, 1838.
HUTTON, CHARLES, 1737-1823
The school-master’s guide. . . . 2nd ed. New­
castle upon Tyne: Saint, 1766.
—3rd ed. Newcastle upon Tyne: Saint, 1771.
A course of book-keeping according to the 
method of single entry. . . . 1st improved ed., 
Philadelphia: Bennett, 1809.
A complete treatise on practical arithmetic and 
bookkeeping. . . . New ed., corrected and en­
larged, by Alexander Ingram. Edinburgh: 
Oliver, 1811.
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TALKING SHOP
A Department Conducted by L. GLUICK, C. P. A.
The following from Walter Staub is grate­
fully acknowledged:
"I was interested in the query contained in 
your 'Talking Shop’ department of the Feb­
ruary issue of T h e  Certified P ublic  Ac­
c o u n t a n t  with respect to the proper treat­
ment of a stock dividend declared but not yet 
paid.
"It seems to me entirely clear that such a 
dividend cannot be a current liability unless an 
option goes with it to have the stockholder 
take it in cash instead of in stock. This I as­
sume is not implied in your query. Current 
liabilities obviously must be payable in cash 
either directly or at least contingently. In 
other words, a dividend payable in either cash 
or stock at the option of the stockholder might 
be shown as a current liability with a suitable 
explanation to indicate that a portion, or all, 
of it may be liquidated by the issuance of 
capital stock, depending upon how the stock­
holder exercises his option.
"If, as I understand it, your query refers 
to a pure stock dividend with no option to 
have all or part of it in cash and the stock 
therefor has not yet been actually issued at 
the date of the balance sheet, I should think 
it would not be shown as a liability, but that 
it would be shown in the capital section of 
the balance sheet as an addition to the out­
standing capital stock. In other words, it 
would be an obligation to issue capital stock 
and nothing more, and the aggregate of the 
capital stock and the stock dividend declared 
would show the total capital stock which 
would be outstanding after the issuance of 
the stock dividend.”
When Malachi Finnan started to teach 
auditing in the day division of St. John’ Col­
lege in Brooklyn, and Tom Hogan started to 
do likewise in the night division, they natur­
ally got together so as to synchronize their in­
structional efforts. What began life as a very 
sketchy teaching outline has developed into an 
"Outline of Audit Procedure,” which the 
Standard Text Press, of Brooklyn, has pub­
lished at $2.50. While it is, of course, best 
used in connection with Montgomery’s or Bell
& Powell’s texts, yet it offers to even experi­
enced practitioners an invaluable memory jog, 
to use on any first audit. The illustrative 
forms, printed full size, are especially good.
T axes
Probably nothing more annoying to tax 
practitioners has happened in a long time than 
the new form in which the B.T.A. reports are 
issued. Bad enough in any case, they are 
doubly inconvenient in that the printing office 
did not even start the new leaflet system with 
a new volume; twenty-seven is split between 
the old pamphlet form and the new.
So that in the cases we are about to men­
tion, we can give you only docket numbers, or 
dates, instead of pages. The recent furor 
created by the testimony of Mr. Mitchell, of 
the National City Bank, recalls the case of 
Hale, Docket No. 43366. Hale won on the 
proposition that a man could establish a tax­
able loss by selling securities to his wife; but 
the commissioner’s appeal is still pending after 
a year.
Two recent theatrical cases attracted a lot 
of attention in the daily papers; so much so 
that we thought it unnecessary to mention 
them here. But on finally reading the full 
text of the decisions, we commend them to 
you for the human as well as technical inter­
est. Leonore Ulric, decided January 31st, and 
Winthrop Ames, February 11th.
An amusing coincidence occurs in two re­
cent cases involving partnerships. In the case 
of Purse, Docket No. 54124, a son was held a 
partner; but in the case of Kasch (Circuit 
Court of Appeals, 5th Circuit, February 18th) 
on a different set of facts the court held to 
the contrary. Take another look at those 
names. And "smile, darn ye, smile!”
R ealty N otes 
Many and many a time in our technical 
reading we have come across Maryland ground
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rents; and never were their peculiar signifi­
cance made clear. But finally the Treasury 
Departement got out IT 2679 XII-9-6047. 
From this it appears that the mystery is no 
mystery: "A ground rent is in substance a 
mortgage.”
The persistence with which taxpayers and/ 
through their counsel try to establish leasehold 
expense as deductions in the year of acquisi­
tion of the lease, is amazing. If they really 
think the Bonwit Teller case, which the Board 
and courts always fall back on, is unjust, they 
should concentrate their fire on their represen­
tatives in Congress for a change in the statute. 
The latest one to lose a bout with the govern­
ment, on this matter, was Meyran. The Cir­
cuit Court of Appeals for the Third Circuit 
counted him out on March 3rd.
Chalk up two victories (or at least rule 
fiftys) for the Shop. The Rover broadcast was 
cancelled. And a large manufacturer of analy­
sis paper wrote us that he didn’t blame us for 
objecting to top-padded paper; his was side 
padded. That is better, but not much.
That venerable Latinist, Oliver K. Hand, 
writes us that the Kid’s grammar was faulty 
(see page 104, February), and was kind enough 
to suggest a printer’s error. It should be 
contendEre.
T h e Sh o p  T alkers
"Say, dad,” started the Youngster, "can’t 
you do anything to get the answers to these 
problems published? Month after month we 
get page after page of them; and about one 
in twenty ever gets answered; and then so 
much later that it is of no great value. I’ve 
got exams to take this month; and I would 
like to have a model solution to compare 
with.”
"Well, son,” responded Oldtimer, "you’re 
not the first one to make the complaint. And 
in a way I agree with you. But a little com­
parison with other candidates would soon 
show you a consensus; and even at that, the 
minority might be right. I don’t think you 
understand how this thing is operated.” 
"Maybe I don’t. You tell me.”
"Even if Mr. Sunley does print a solution, 
all you know is that it is a good one. There 
is no official solution, ever. What a board in 
Michigan thinks is correct, may not be so held
in Jersey. The best you can get is a guide to 
a moot point.”
"Never thought of that. And besides that, 
now I think of it, New York uses only its 
own material.”
"What has that got to do with it?” Old- 
timer had a nettled tone in his voice.
"Because I want to study the type of prob­
lem I can expect to get. Any bright student 
would,” replied the Youngster.
"And for that I spent money to put you 
through college!” retorted Oldtimer. "In the 
first place, you’ve used the wrong word. 
Shrewd, not bright, is the adjective for such 
a, student. A really bright one would take 
whatever problems came along and pass them 
regardless. You just show the effect of work­
ing for marks and credits instead of real 
knowledge; I’ll bet you don’t know the differ­
ence between education and instruction.” 
"Fooled you that time, sir,” exclaimed the 
son. "Just last week I was rereading Locke’s 
philosophy; that was almost a fetish with 
him.”
"What goes on?” interrupted the Kid, who 
had just appeared at the table with Star and 
Dash.
"Dad is just about to give me a lecture,” 
replied the Youngster.
"He needs it, too,” said Oldtimer. "Thinks 
he can let someone else work his problems for 
him and pass the exam anyhow.”
"O.K. Go ahead,” said Dash. "Coming 
in this late we won’t have much time to talk; 
so let’s listen while we eat.”
"Goes for me, too,” said Star. And Old- 
timer continued.
"The fact that a particular State used a 
particular question on a particular examination 
has absolutely no relationship to the question 
which that same State might ask on another 
occasion; and perhaps by the time you take the 
exam, your interest in that problem is dead. 
In my opinion a teacher can get just as much 
interest from a student, and the student can 
get just as much value from a good problem, 
properly used, without knowing or caring 
which State used it. In fact, the sooner teach­
ers and parents impress on children the fact 
that they should not always be looking at the 
dollars and cents in everything, the better the 
student is going to be educated.
"Our best lawyers are continuously reading 
court decisions, not because they have a par­
ticular case in hand to which that decision
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applies, but because of the fact that that de­
cision affects a principle which may appear in 
some later case. The poorer lawyers are those 
who buy the reports, put them up on the shelf 
and then when they do have a case, endeavor 
to find a ruling that fits it. Accountants too 
frequently do the same with the B.T.A. re­
ports, and some never attempt to read the 
professional magazines until they get stuck 
with a new client.
"Many lawyers have two complete sets of 
the highest court decisions; one at the office, 
and one at home so that whenever they have 
a spare moment they may be enlarging their 
minds and legal knowledge by studies that are 
not of immediate bread-and-butter variety.” 
"That reminds me,” interrupted the Young­
ster. "I’ll take another cup of coffee and 
another piece of pie.”
"Well,” said Dash, "I know that I have my 
C.P.A. magazine sent to my home instead of 
my office; for one thing it keeps it from being 
stolen; and for another, it’s like these dupli­
cate law reports Oldtimer was telling about.” 
"I think,” continued Oldtimer, "that if you 
could get hold of Mr. Springer’s circulation 
list, you’d find that from forty to fifty per 
cent of it represents home addresses, and in­
creasing.”
"The increase is easy,” said Star. "The poor 
fellows have no jobs; therefore no office.” 
"There may be something in that, too, I 
regret to say,” replied Oldtimer. "But just let 
me finish. I know C.P.A’s who are even older 
than I am, who regularly, as problems appear, 
take time to keep fit by working them. It’s 
a good habit to get into early in life. And as 
for you, son, if you get too badly stuck, I’ll 
lend you a hand.”
The Kid chuckled. "You’ll have to do a 
heck of a lot of work first, Youngster, I’ll 
swear. Reminds me of a boy named Harold, 
who was in my class in Cicero in high school. 
His father was professor of Latin in a college; 
but Harold never was near the head of his 
class. Not stupid either. So finally we asked 
him why he did not have perfect translations; 
his father must help him. But, it appeared his 
father was an excellent teacher as well as a 
scholar. Before he would consent to aid his 
son, Harold had to prove that he looked up 
every word in the vocabulary and every con­
struction in the grammar. ’Heck,’ said Harold, 
'if I go to that much trouble I don’t need any 
help from my old man.’ ”
"Good story,” said Oldtimer, while the rest 
nodded, smiling assent. "And now, what’s on 
your mind, Youngster?”
"Well,” replied the Youngster, "there are 
always a lot of crepe hangers around, and I 
fell in with a few the other day; and now that 
you have your gang here, maybe they will help 
me to prove that they are wrong. They were 
running down accountancy as a profession; 
claimed it drew a class of men who were not 
up to the social and intellectual standards of 
other professions. Asserted, for example, that 
graduates of the 'Big Three’ colleges didn’t 
go into it, and so forth. I told them that the 
'Big Three’ was only a football rating, and 
that it was killed when the forward pass came 
in. But now, out of curiosity, how many 
C.P.A’s are out of Yale, Harvard, and Prince­
ton, or any other good college of arts and 
sciences; not counting schools of business ad­
ministration?”
Star answered first: "Well, why not start 
with yourself?”
"That’s just how it did start,” replied the 
Youngster. "They were trying to make out I’d 
disgraced our Alma Mater.”
"Well, you didn’t, and you know it; at 
least not yet,” said the Kid. "But it raises a 
good question.”
"Offhand, I can think only of Will W hit­
tlesey,” said Oldtimer. "He was a real son of 
old Eli; but now he’s retired to his ancestral 
farm near Litchfield.”
"Tell you what let’s do,” said Star. "Let’s 
each of us try to find how many C.P.A’s are 
out of the Bachelor of Arts and Science schools, 
and the man with the biggest list gets a lunch 
at the expense of the crowd next meeting.” 
"Sold!” said the Kid.
"Let’s do it right,” put in Oldtimer. "Names 
won’t be enough. Get the class year; the exact 
degree; and all the other dope you can. And 
if you can’t report in person, write to me. I 
won’t compete, but I ’ll do all I can.”
"Meeting adjourned,” said the Kid.
So ordered. Let’s help the Youngster prove 
his point; and if there are still any unreported 
Phi Bete’s or Sigma Xi’s let’s have their pedi­
gree. Which is as good a place as any to re­
port that not only have Dun and Bradstreet 
merged, but Delta Mu Delta has merged with 
Beta Sigma Gamma. Now if only The Ameri­
can Society and Institute would follow suit,
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we would have a real powerful professional 
outfit.
And we might add also, that while the 
Shoptalkers continue to be composite char­
acters, their talk is real. Much of it is gathered 
at the Accountants Club of America; where 
the Tuesday round-table luncheons and Thurs­
day round-table dinners are drawing increas­
ingly large attendance. Visitors always wel­
come.
We also got some good material at the Jersey 
meeting of February 27th. We sat between 
John Kearns and Leo Tauritz, and soon found 
ourselves in a hot argument about the business 
aspects of our profession. It is deplorable 
how even C.P.A’s will let the unethical or 
even illegal actions of a tiny faction leave an 
impression of widespread unprofessional con­
duct. What then must be the effect on lay­
men? Anyhow, when Phil Suffern, who was 
presiding until Henry Fernald got back from 
the legislative hearing at Trenton, called upon 
us for a few words, we naturally spoke about 
our dinner argument. Which brought from 
Mr. Suffern this priceless remark: "It is our 
business to make accountancy a profession.”
New Chicago Stock Exchange Rules
( Continued from page 223)
"Clear and informative financial statements, 
including a balance sheet, profit-and-loss state­
ment, and an analysis of surplus, shall be sub­
mitted as part of each application. Such 
financial statements shall truly disclose the past 
operations and present condition of the com­
pany, and shall be certified to the Chicago 
Stock Exchange by duly qualified independent 
public accountants, whose certificates shall be 
set forth in full as part of the application.”
Also in the interest of publicity is the rule 
requiring that complete financial statements 
be sent to stockholders with the notices of an­
nual meetings.
From the above it will be noted that the 
Chicago Exchange has gone the New York 
Exchange one better in nearly every particular.
These rules, of course, only apply to new 
listings, as the old listings have been made 
under rules existing at that time. However, 
the cooperation of a large majority of the ap­
proximately 400 companies already listed has 
been obtained, and they will voluntarily accept 
the new rules.
One Way Out*
By Frederick M. Feiker , Director,
Bureau of Foreign and Domestic Commerce, Department of Commerce
T HREE sets of conditions face every busi­
ness man today. First, there are those 
factors outside his business and outside the 
business of his immediate competitors under 
which he may exercise control only indirectly, 
through the expression of his own opinion on 
general economic and social conditions.
Second, there is that group of conditions 
which each man in a business is in position to 
control with the intelligent cooperation of the 
other members of his trade or industry, 
through the establishment of intelligent col­
lective action of his trade association.
Third, there are the conditions within each
*An address delivered before the Connecticut 
Hardware Association, February 23, 1933. While 
primarily of interest to a trade association group, 
every accountant will find noticeable comparisons 
between the points brought out and the situation 
in public accountancy today.
business in which the man at the head as man­
ager has full control, and over which he is 
supreme.
In coming before you today at your request 
to speak on the subject, "One Way Out,” I 
want first to emphasize my feeling of respon­
sibility rather than my feeling of authority. If 
I bring you something today which will help 
you in your individual business to see a clearer 
path for the immediate future, it will not be 
because of any super mind, but because I am 
perhaps in a unique position to observe and 
to contact with the problems of scores of busi­
nesses. What I shall say is the result of a wish 
to be of practical service, and not in any desire 
to pose as a prophet.
I have said that the first group of conditions 
which govern the progress of business today 
are those conditions which lie outside the im­
mediate control of the individual or of the
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group. They are having a profound influence 
on business. Many plans have been suggested 
and many panaceas presented as remedies for 
these general conditions. The press has been 
filled with reports of hearings and of meet­
ings and of discussions of these major prob­
lems. Perhaps it is fair to say that the greatest 
value of all these panaceas lies in the fact that 
they show that the inventiveness and the pur­
posefulness of the human mind is still our 
greatest asset, in spite of the tremendous dif­
ficulties that face us. We have reports of in­
ternational economic conferences, of economic 
planning, of technocracy, of peace-time war 
industries boards, of dictatorships, and scores 
of other major proposals. This is not the time 
or place to discuss them. My purpose in men­
tioning them is to point out that every plan, 
by whoever suggested, rests for its final suc­
cess, in a democracy like the United States, on 
the imagination, courage, and resourcefulness 
of the individual. Plans succeed only on the 
basis of the honesty, the purposefulness, and 
the patriotic public service of the individuals 
who work with them.
One major thread of purpose emerges from 
all this discussion of panaceas, which I can 
carry into the discussion of the second group 
of conditions that face business; and that is the 
concept that if we are to have an ordered prog­
ress in our country it must come from a more 
ordered conception of the social responsibili­
ties of business as a whole, and of a profound 
belief in the ability of the human mind to 
match itself against complex economic prob­
lems.
I have had a part in contributing to the for­
warding of some of the programs of national 
import proposed and carried out for the solu­
tion of our immediate problems. I can give 
you a sharper picture of what I mean by re­
ferring to the so-called Share-the-Work pro­
gram, undertaken as a part of a national 
movement to organize our industries in an 
attempt to spread employment. This move­
ment, sponsored by business and headed by a 
business man—Mr. Walter Teagle—indicated 
the willingness of thousands of manufacturers 
and merchants, large and small, to cooperate 
on a national scale to meet a national emer­
gency. When I tell you that in answer to a 
letter signed by two cabinet officers, and sent 
to about 500 thousand merchants and manu­
facturers, 104 thousand of these replied by
offering cooperation and expressing a willing­
ness to do their part; and when I tell you that 
there were only 6 or 7 letters from men who 
thought they had no social responsibilities— 
I feel personally like registering a profound 
admiration for the quality and courage of the 
man who stands at the head of a business, and 
who feels a responsibility, on the one hand, to 
his stockholders and bankers, and, on the 
other, to his employees. What might be called 
the Great Middle Class of our industrial and 
commercial executives constitutes our greatest 
national asset.
I have said the second group of conditions 
over which you individual men have some 
control through your group relations, and par­
ticularly through the trade associations, are in 
part responsible for the immediate develop­
ment of business. The trade association has 
the power for collective action if its members 
will treat it as a force for constructive accom­
plishment, and not look upon it as an instru­
ment for defense alone. Most trade associa­
tions have their roots in defense; most were 
formed to protect the group against some 
wrong, either real or fancied. It is time we 
threw overboard this defense mechanism of 
the trade association, and think of it in terms 
of a power for promoting advantageous con­
ditions, rather than a force for preventing dis­
advantageous conditions. There is a world of 
difference in this viewpoint.
The trade association today presents the 
soundest organized approach in a democracy 
to the solution of group problems in industry. 
In spite of its weaknesses, it offers orderly ap­
proach to the solution of the problems of a 
trade or industry. And the men who lead 
trade associations and the men who have given 
of their time and effort in the solution of their 
problems, through the mechanism of com­
mittees and the forwarding of constructive 
programs, deserve the thanks not only of their 
fellow business men but of the public. Those 
trade associations which are projecting their 
practice in terms of maintaining standards of 
quality, of upholding standards of living, of 
educating their members on the soundness of 
competing on a fair basis of cost, are doing 
more than exist as associations; they represent 
the truth of the old-time belief that "In Union 
There Is Strength,” and that "The Strength 
of the Wolf is the Strength of the Pack.”
It is difficult to maintain this solid front in
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these times. It is difficult sometimes for the 
individual to merge his selfish needs for self- 
preservation in the larger good of preserving 
the group; but it is increasingly evident that 
unless the preservation of the group is ac­
cepted as the basis for self-preservation, there 
will be no such thing as self-preservation in 
business.
Again I wish to emphasize that in these 
matters I speak with no sense of authority, 
but rather with a feeling of deep responsibil­
ity. I have had the opportunity to be in a 
responsible position in two different trade or­
ganizations. I realize that in the average as­
sociation five per cent of the members look 
ahead; fifteen per cent perhaps accept their 
leadership; and the rest follow or not, as what 
seem to be their self-interests determine.
We hear much in this country about na­
tional planning. If we are ever to have na­
tional planning, it can only come, in a capi­
talistic system, through the establishment of 
the collective values of self-interest, whereby 
the strength of the group becomes the deter­
mining factor in the survival of the individual.
So far I have been speaking in generalities. 
I have tried to give expression to some con­
victions of my own with regard to the relation 
of the individual man, first, to the general 
problems outside his business, and second, to 
the collective problems of his group. I have 
tried to make it clear that the problems of 
the group and of the nation are, after all, the 
problems of the individual magnified and in­
ter-related. And I have tried to make it clear 
that no final success, either in groups or in 
localities, or in the nation, or between the 
nations, will ever come, in our present system 
of government and of economics, until we 
have the intelligent self-interests of the in­
dividual guided by the larger values of both 
the group and the nation.
We come, then, to the third set of condi­
tions which control every business man; 
namely, those conditions of his own business, 
in which he has the control, and for which 
there is need for intelligent self-interest. Here 
we can begin to talk about the hardware busi­
ness. Again, not from the point of view of 
posing as an expert in a field, but rather from 
the viewpoint of emphasizing a certain kind 
of thinking with regard to the development 
of a business—which I believe is possible even 
in these days!—before I talk more concretely
about the scientific approach to certain prob­
lems in the distribution of hardware, may I 
say that I believe it is possible to get business 
today.
We are, of course, emotionally guided by 
the results of a descending spiral of economic 
conditions. The spiral works something like 
this: We have no sales; we cut prices to 
make sales; we cut wages to cut prices; we 
cut purchasing power by cutting wages; and 
we further reduce our sales by this descending 
spiral. What we need to find is some place 
to start this spiral going upward. We need 
to become salesminded with regard to certain 
immediate opportunities. I do not mean that 
we should become salesminded in terms of 
the volume of business in 1928 and ’2 9 ; but 
I do think it possible to analyze and accept 
the size of the present market, and to approach 
the problem in the spirit of developing 
that market on something other than the basis 
of price cutting.
Let me tell you of two examples which 
directly touch the field of hardware business. 
The construction industry, we all realize, is 
badly shattered. Some two years ago, in the 
belief that, through the idea of sponsoring 
the modernizing and remodeling of homes, a 
certain amount of business could be made 
available, I accepted the chairmanship of a 
national committee to promote remodeling and 
reconditioning. That committee has worked 
quietly, yet steadily, with different communi­
ties during the past year in an effort to stimu­
late locally so-called Modernizing Campaigns. 
Last week in Philadelphia, under the organ­
ized efforts of the whole city, the twenty- 
million dollar mark was passed in pledges to 
remodeling, made by householders and busi­
ness men in the city under the drive of a local 
campaign organized to show the value of re­
modeling to the city. Of that more than 
twenty millions of dollars pledged in new 
work, the immediate results are something like 
$600,000 worth of business actually placed, 
a doubling of the building permits for the 
month of January over January, 1932, and an 
increasing conviction on the part of the people 
in the city that this is a worthwhile way to 
stimulate the community’s business.
Let me give a second example. Within a 
few weeks I happen to have been in my home 
town of Bronxville, N. Y. An acquaintance 
of mine called me at my home and told me
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he had seen an article about a modernization 
campaign, in one of the architectural publica­
tions, and that he wanted to tell me of a per­
sonal experience. He is an architect. He has 
built and sold thirty houses since last July, in 
a section of Westchester County in New York 
at a time when most people have said new 
houses could not be built and sold. He has 
done this by selling people the idea of air 
conditioning in homes. The houses he built 
are architecturally the same as many other 
houses, but in their heating and ventilating 
equipment they are unique. This is not the 
time or place to explain the detail of his plan. 
The point I wish to bring out is that a man 
with individuality and with an idea has suc­
ceeded in selling, on a profitable basis, thirty 
houses, in themselves a practical value for the 
home owner.
But it is not alone in the field of new ideas 
that opportunities exist for stabilizing and pro­
moting business. We are in the midst of re­
making our businesses in this country on the 
basis of a new volume of business; and those 
individuals and those groups who approach 
the problem of remaking their businesses, in 
a new spirit, are proving the opportunity not 
only to exist, but to develop. These are new 
days; old ideas and traditional viewpoints 
must go. If there is any good coming out of 
the severity of this present low state of busi­
ness, it is that men have been forced to change 
their methods because of necessity; when be­
fore, they have let well enough alone and ac­
cepted wastes and inefficient methods which 
can not now be tolerated.
I am a New Englander, and still think of 
Northampton, Massachusetts, as my real home. 
During the past ten years it has seemed to me 
that very real progress has been made in New 
England in substituting fact finding for 
opinion in the making of business policy. New 
England is generally thought of as a land of 
tradition, and, to be sure, at times traditional 
ways of getting things done prevent accom­
plishments that could be brought about by a 
change in methods. But New England, 
through the efforts of the New England Coun­
cil and such organizations as the Connecti­
cut Manufacturers Association, your own as­
sociation, and scores of other trade and 
industry groups and chambers of commerce, 
has made a definite forward step; first, in 
thinking of the problems of New England as
an economic unit, and attempting to set up 
some consistent program of follow-through 
on those problems; and second, in substituting 
scientific methods in the study of distribution 
in the same spirit that science has been funda­
mental to the development of the manufactur­
ing business.
What we call Business Planning—both in 
terms of the regional thinking done by such 
organizations as the New England Council, 
and in terms of group problems as carried out 
by associations like your own—is one of the 
visible evidences of progress toward sounder 
and more stable business conditions. One of 
the principal needs, at the moment, is not to 
overthrow the accomplishments of the last ten 
years, under the pressure of economic neces­
sity, and to recognize the value of these con­
tributions to advancing business.
The men in the Bureau of Foreign and 
Domestic Commerce who have been actively 
engaged in working with the New England 
groups, have pointed out that there is real 
opportunity for the men in the hardware 
trades, especially, to analyze and organize their 
business from the new viewpoint. There are 
several observations that I can make, not from 
the viewpoint of telling you what to do, but 
from the viewpoint of emphasizing certain 
principles that have been developed in other 
communities and in other groups.
We are necessarily, as I have indicated, 
doing business with a smaller volume. This 
means that the relation of the customer to the 
retailer, to the wholesaler, and to the manu­
facturer is of preeminent importance today. 
We need to study our customer relations on 
the basis of fact.
Examining the statistical information that 
is now available through the Census of Dis­
tribution and through the surveys of retail 
business that have been conducted under the 
auspices of the drug trades, the grocery trades, 
the jewelry trades, and other organized ap­
proaches, it seems evident that there is im­
mediate opportunity for any group of busi­
ness men, both collectively and as individuals, 
in the first place, to set up what might be 
said to be standards of what constitutes a suc­
cessful store. I am of the opinion that if we 
had in every community a recognized group 
of factors as a basis for successful retailing, 
many of the problems of distribution would 
automatically take care of themselves.
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There is information available today, for 
example, to help determine what should be 
the minimum size of a successful retail hard­
ware store. The Census of Distribution shows 
that the average expenditure of a person in 
hardware stores is approximately seven dollars 
a year. The minimum sales volume upon 
which a retail store can be successfully oper­
ated is not less than $30,000. To secure such 
a volume, therefore, the hardware store should 
serve not less than three to four thousand 
people; say 1,200 families. This is certainly 
the minimum, because the figures for most 
trades show that the average net profits range 
around one to two per cent of sales; and on 
a $30,000 a year business, this means only 
$300 to $600, which can hardly be regarded 
as an excessive return for the risk of being in 
business.
Then we have the question of policies in 
successful sales promotion. Price cutting is a 
traditional method of getting business. Honest 
analysis of gains made by price-cutting policies 
increasingly indicates that the traditional rea­
sons for price cutting do not exist. One of the 
policies in the drug trade, for example, that 
is generally accepted is the idea that so-called 
Loss Leaders bring people into stores, and that 
having been brought into the store the cus­
tomer buys profitable items as well as the 
items being bought below cost. In an analysis 
made of 40,000 customers in St. Louis, in 
thirteen drug stores, only one out of eight 
made a second purchase; and in most of these 
cases the second purchase was also a cut-price 
item which the purchaser read off from a list 
of items he brought with him.
Equally possible are the establishment of 
standards of real costs and real profits, 
whereby a man may check his individual cost 
and individual profit against the averages for 
his trade or for his group. Net profit, of 
course, is directly influenced by operating ex­
pense. Let us take the figures for Connecticut 
in the Census of Distribution. For cities over 
30,000 population, the percentage of total 
expense of net sales was 22.6; for all other 
cities 22.2 per cent; in Bridgeport it was 15.6 
per cent. Itemized figures are available on 
percentage of wage costs and of other ex­
penses entering into the total cost of the store. 
All of which give a basis for the merchant 
today to check his own figures and operate his 
business more intelligently.
The second broad opportunity in the retail 
hardware trades is to establish a better under­
standing of the proper channels for the dis­
tribution of hardware. That there is need for 
such a better understanding is evident in the 
general figures which are available showing 
the flow of hardware items through different 
classes of retail outlets. The question is not 
one of stating on the basis of traditional dif­
ferences of opinion who should be distributors 
of hardware, but rather one of determining, 
on the basis of more complete understanding 
of facts, which are the most profitable chan­
nels for the distribution of this class of mer­
chandise. More selective itemized knowledge 
of cost to sell on the part of the manufacturer 
and the wholesaler, and a wider education on 
the part of the retailer as to the items it will 
pay him to stock and sell will eliminate auto­
matically a great deal of our present unintel­
ligent competition between distributors. The 
department store, the general store, the 5-and- 
10-cent store, all handle so-called competitive 
items in the hardware field, according to the 
Census of Distribution. A little over four per 
cent of the sales of the department stores are 
in the hardware field; twenty-six per cent of 
the sales of general stores; and nearly thirteen 
per cent of the total sales of 5-and-10-cent 
stores; twelve per cent of mail-order sales are 
in competitive lines.
It is increasingly evident in many lines of 
trade that the wholesaler and manufacturer 
are losing money by too wide a diffusion of 
their items. It is becoming recognized that a 
stock of goods placed in the hands of some 
new type of distributor for the sake of in­
creasing the volume of the wholesaler or 
manufacturer does not necessarily increase his 
sales, because that stock of goods may not 
move after once having been placed.
To take an illustration: Suppose a distribu­
tor of tooth paste decided to use grocery 
stores as an outlet for his product. There is a 
very large question whether the volume of 
tooth-paste sales would be increased, because 
people do not normally think of buying tooth 
paste at grocery stores. And every time an 
attempt is made to turn the distribution stream 
out of what might be said to be its natural 
channel, expenses are involved which may eat 
up any profit assumed at the start.
The point is that we are today coming to 
have a better understanding, through the facts
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which are available, not only of the volume 
of sales handled through different types of 
outlets, but something of the relative cost of 
sales made through those outlets.
In the third place, there are a group of 
management problems which I shall touch 
upon very briefly. They concern the establish­
ment of better understanding with regard to 
certain merchandising methods which can be, 
and should be, more widely promoted. In the 
present period of reconstructive effort, much 
profitable application can be put in on several 
different items:
1st—The study of margin and turnover of 
each and every line.
2nd—The immediate adoption of better 
systems of merchandising and stock control.
3rd—The elimination of small and unprofit­
able accounts.
4th—Increased efficiency in selling, and 
more constructive effort by mail and telephone.
5th—Increasing the average size of the sales 
transaction. Under this heading, for example, 
much can be done, and is done, by successful 
stores, to reduce the cost of the transaction by 
increasing the average size of the sale. In the 
survey of grocery costs, made in Louisville, it 
was estimated that the cost of the time of the 
clerk in the grocery store was one cent a min­
ute. Suppose he made a sale of a five-cent item 
every two minutes. The cost of the sale of 
that item would be forty per cent. But if, let 
us say, instead of selling the one cake of soap, 
or other five-cent item, he sold five, so that 
the unit of sale was twenty-five cents, the cost 
of that transaction was not forty per cent, but 
eight per cent. Obviously, every effort made 
to increase the sale for the given time of a 
sales clerk is a gain in profit.
6th—Correlative to the fifth item is better 
training of the sales force.
7th—The study of the handling cost of at 
least the average order. Remarkable changes 
have been made by manufacturers, whole­
salers and retailers by more effective analyses 
of costs on orders.
8th—Elimination of bad debts, and speed­
ing up the rate of collection on accounts.
All these items come under the general 
heading of business management, which the 
individual himself may control, and through 
which by group action he may set up stand­
ards of practice so that the best practice of the
individual tends to become the common prac­
tice of all.
Most of you have seen a so-called Assembly 
Line in a modern automobile factory. At one 
end the automobile starts as a bare frame, and 
as it progresses along a moving platform the 
engine, wheels and body are mounted, and 
the car rolls off the other end of the line, with 
a quart of gasoline in the tank, under its own 
power.
It takes only a little imagination to conceive 
the process of production and distribution as 
a great assembly line, in which one end of the 
line is the industrial plant from which com­
modities move in a continuous process along 
through the transportation agencies, the whole­
saler, retailer, and finally into the hands of 
the ultimate consumer.
I have tried to make it clear that One Way 
Out for the average business is to study this 
assembly line of distribution; not only to see 
what savings and opportunities there are along 
that line of distribution, but to see the rela­
tion of the business to the whole flow of 
goods and look back toward the producer and 
on to the consumer.
In this imaginary assembly line of produc­
tion and distribution it is obvious that there 
is the possibility of what might be called na­
tional planning. Through your association, 
representatives of the hardware trades, from the 
retailer, the wholesaler and the manufacturing 
groups have the opportunity to sit down to­
gether to study the assembly line and to sim­
plify and improve its working. This is the 
most helpful sign of business; that, under the 
present conditions industry after industry is 
taking its distribution chain apart and study­
ing the flow of commodities and services from 
the production end out to the consumptive 
end.
I have said that national planning depends 
upon the individual. I have said on another 
occasion that I think my son’s son may some 
time sit on a national planning board. But 
we do not need to wait for national planning 
to make possible planning within the in­
dividual business or planning in a trade and 
industry. Some such approach as I have out­
lined is the practical opportunity of the day.
We have standards of quality to maintain, 
standards of living to uphold, real sales effort 
to put into our immediate prospects and our 
future opportunities for business.
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Corporations and Stockholders
By F. W. H ilditch , C.P.A ., Bronxville, N. Y.
THE relations between "partners” in cor­
porations have recently been a subject of 
much discussion (oral and written) in various 
quarters, actuated no doubt by the prevalent 
adverse conditions of business with the result­
ant curtailment, and in many cases, an entire 
discontinuance of income to the stockholders. 
The "silent” partners are the greatest sufferers 
for the reason that the "active” partners (an 
executive officer or manager) are still in re­
ceipt of salary and other emoluments, although 
somewhat curtailed.
Carping criticism at the present time would 
be of no avail, but suggestions by way of im­
provement in business practices and the enact­
ment of constructive amendments to existing 
State laws pertaining to corporations, should 
tend to the creation of a greater feeling of 
confidence between all the partners—silent 
and active.
Until very recently (with a few exceptions 
—notably the United States Steel Corpora­
tion) it has been the custom of the president 
and directors to withhold from stockholders 
information to which they are reasonably en­
titled. Such action has not always been dictated 
from ulterior motives—one reason adduced, 
particularly since 1918, is the Tax-gatherer— 
Federal, State and Municipal—who utilizes in­
formation, contained in these reports, as a 
medium for an effort to exact additional taxes 
for possibly increased property assessments, or 
for an increased amount of income tax, owing 
usually to an alleged excess amount of amorti­
zation, depreciation or depletion charged 
against earnings. A most agreeable change, 
has, however, taken place during the past year 
or so, and apart from the fact that there is now 
less fear of the Tax-gatherer, officers and di­
rectors have come to realize that the meager 
annual reports hitherto furnished demand 
amplification and frequency, with the result 
that sometimes stockholders in a corporation 
are now being furnished with more details as 
to the conduct of the business—not only an­
nually, but semi-annually and even quarterly. 
This is highly commendable, and further im­
provement in this respect will undoubtedly 
follow. Officers and directors should be more
strongly impressed with the fact that they are 
in effect the paid employees of all the stock­
holders and that each one is entitled to as 
much information as the other, bearing upon 
the status of his investment, after, of course, 
giving proper regard to the withholding of 
such information which might be helpful to a 
competitor and, perforce, harmful to the stock­
holder.
Now for a few suggestions based upon an 
experience covering a period of nearly half a 
century. These suggestions may be summa­
rized under the following captions:
1. Proxies
2. Directors
3. Audits
4. Balance Sheets
Comments on the above features follow:
1. Proxies are worded in such a manner 
that approval is sought by the directors of all 
actions performed by them, their officers and 
managers during the previous fiscal period, 
which in some cases means a "whitewash.” 
What do the stockholders know of what has 
transpired, except probably of some change in 
the capital structure? Do they know anything 
of the excessive salaries which may have been 
paid to officers or the increments made thereto 
from time to time, or the bonuses paid, or the 
nature of the contracts existing between of­
ficers and the corporation? Yet, they (the 
stockholders) persistently and thoughtlessly 
sign the proxies and thus approve actions of 
which they possess not the slightest knowl­
edge, and thus become accessories "after the 
fact.” It would seem that it is incumbent upon 
the directors to state in some general way the 
subject matters upon which they seek approval. 
This could be covered by making a brief 
record thereof on the proxy, or, alternately the 
proxies should become null and void. Legal 
enactment could make this mandatory. In the 
final analysis, the stockholder alone is to blame 
for signing a consent in the manner above in­
dicated.
2. Directors’ remuneration should be fixed 
by the stockholders at the annual meeting by 
the allotment of an annual amount for the 
entire directorate. Each director should be
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required to sign an Attendance Book, im­
mediately prior to the commencement of each 
meeting, or preferably at the close— thus in­
suring full attendance and annulling the 
"social call” feature. The aggregate of all at­
tendances, divided into the amount allotted at 
the annual meeting, will determine the fee 
payable per attendance, which should be al­
lotted to each director in accordance with the 
number of individual attendances as shown 
by the record. Absentee directors would fare 
badly, but those taking an active interest in 
the affairs of the corporation would benefit 
from their absence. Railroad fares should be 
paid to non-residents directors, and those di­
rectors who are salaried officers of a corpora­
tion should not be permitted to participate in 
the directors’ allotment of fees, for the reason 
that their compensation has already been pro­
vided by the payment of a regular salary. The 
time employed by them at Directors’ meetings 
is, therefore, "Corporation time.” Better 
judgment should be exercised in selecting the 
number of directors deemed necessary. It 
may be here pertinent to mention that one 
corporation in New York City is governed 
by about ninety directors, which prompts a 
few queries. Is there actual necessity for this- 
"small army” ? Do they really have much 
practical knowledge of that particular line of 
business? Do the numerous highly paid Of­
ficers and Managers really require so much 
supervision? If so, do they earn the salaries 
paid?
3. Audits. The auditing of the accounts of 
a corporation should be made compulsory by 
legal enactment in each State, and should be 
made a stipulation on the part of the applicant 
before a Charter is granted. On the notices 
sent to the stockholders notifying them of the 
annual meeting, there should be an agenda 
covering the subject matters to come before 
the meeting, and included therein should be 
"Appointment of Auditors” for the ensuing 
year. In this manner the selection is made 
by the stockholders and not by the directors, 
thus giving the auditors freer scope for criti­
cism or suggestion, when deemed necessary. 
It is obvious that an auditor selected by one 
or more of the directors is placed in an in­
vidious position in the event of his duty de­
manding criticism of the person or persons 
employing him. His duty is to the stock­
holders and not to a director or directors, as 
individuals.
It should be mandatory for the auditor or 
auditors to be "Certified Accountants,” which 
indicates that their qualifications have re­
ceived some authoritative approval. No mod­
ern business man (or Corporation) would 
think of employing a lawyer, an engineer or 
an architect, unless qualified in the usual 
recognized manner.
The auditors’ remuneration should be fixed 
by stockholders at the annual meeting under 
the guidance of the "active” partners (di­
rectors and officers). This suggestion might 
arouse some objection from paper manufac­
turers, if it be true, as stated by an Ex-Gov­
ernor of a State during the recent Presidential 
campaign, that accountants used up about 
sixty-six and two-thirds per cent of all the 
white paper produced in the country for re­
ports which are seldom fully read.
4. Balance Sheets. Auditors’ certificates 
frequently contain qualifications of great im­
portance. The comments following the words 
"in our opinion, is correct, subject to . . .” 
detract from the reliability of the figures in­
corporated in the statement of assets and 
liabilities, and should call for further amplifi­
cation by the president in his report to stock­
holders. Furthermore, the totals of assets 
and liabilities are frequently misstated. For 
example, reserves are usually set up on fairly 
reliable bases and, with relatively minor ex­
ceptions, apply to specific assets mentioned in 
the Balance Sheet. It is a common practice for 
investment bankers, brokers and even the 
press to state that a certain company has assets 
totalling so many millions of dollars, whereas, 
if those reserves now recorded as liabilities 
were deducted from the specific assets to 
which they properly apply, a more correct 
financial statement would follow. Recently 
the balance sheet of a corporation showed 
total assets of about $750,000,000 with re­
serves approaching $300,000,000 and wide 
publicity was given to the statement that this 
corporation had total assets of three-quarters 
of a billion dollars, instead of $450,000,000.
Many changes during recent years have been 
made in the capital structure of corporations, 
and the quick ascertainment of the book 
value of each share of stock becomes an im­
possibility in the absence of publication of the 
"par-value” or "stated value” of the capital 
stock and the number of shares outstanding 
against each class of stock.
( Continued on page 252)
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Questions and Answers Department
Ed ito r , W. T. Su n l e y , C.P.A ., Educational Director 
International Accountants Society, Inc.
I N  response to  th e  request o f  on e  o f  our  
readers w e  are presen ting  here th e  so lu tion  
to  P rob lem  8 from  the Service o f  E xam ination  
Q uestions prepared by T h e  A m erican Society  
o f  Certified P ublic  A ccountants for  N ovem ber, 
1 9 3 0 , w h ich  is pu b lished  o n  page  112 o f  the  
A p ril, 1 9 31 , issue o f  T h e  C e r t i f i e d  P u b l ic  
A c c o u n t a n t .
It is particularly interesting because it brings 
out quite forcibly the advantage to the com­
mon stock in financing through borrowed 
money rather than through an extension of
the participation in the earnings available for 
common stock. The accounting statement 
showing this fact does not, of course, bring 
out the big disadvantage which has become so 
real in recent years, namely, that in times of 
financial stringency dividends may be passed, 
but bond interest must be paid or the company 
may be thrown into receivership.
As an accounting problem it is excellent 
material to test the candidate’s knowledge of 
the effects produced upon earnings by differ­
ent types of financing.
C o l d w a t e r  Sa l t  C o m p a n y  
Statement Showing Effect of Three Financing Plans on Estimated Earnings for the 
Twenty-Year Period Beginning January 1, 1931
Plan
Present Method 
of Financing
Total Net Profits for 20 years based
on estimate of $90,000 per year. .$1,800,000
Interest on Bonds..............................
Discount on Bonds............................
$1,800,000
Federal Income Tax based on 11%
per y e a r ........................................  198,000
Tax @ 2% on bond interest...........
$1,602,000
Unamortized discount on Preferred
Stock............................................... 6,000
$1,596,000
Dividends on Preferred Stock
7% Preferred Stock.......................  420,000
6% Preferred Stock.......................  120,000
Earnings available for Common Stock$1,056,000
Annual earnings available for Common
Stock ...................................................$52,800
of Substituting 
Bonds for 7% 
Preferred Stock
$1,800,000
300,000
24,000
$1,476,000
162,360
6,000
$1,307,640
6,000
$1,301,640
120,000
$1,181,640
$59,082
Plan of 
Substituting Com­
mon Stock for 7% 
Preferred Stock
$1,800,000
$1,800,000
198,000
$1,602,000 
6,000 
$1,596,000
120,000
$1,476,000
$73,800
Annual earnings per share available for
Common S tock ..................................$ 5.28 $ 5.91 $ 2.95
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Board of Examiners of Public 
Accountants 
STATE OF MARYLAND
NOVEMBER 21, 22, and 23, 1932
Theory of Accounts
Time Allowed: 9 A.M. to 12 M.—Answer All Questions Fully
Do not repeat the questions, but write your answers fully, desig­
nating the questions by number. The intelligence indicated by your
answers and the neatness and general appearance of your papers will
be considered in marking, as well as technical accuracy.
Question 1 (10 Points) :
Discuss, and criticize if you deem criticism justified (giving reasons in 
either event), each of the following procedures:
(1) Treating deferred charges as assets.
(2) Valuing plant and machinery at cost less depreciation.
(3) Classifying freight-out as a selling expense.
(4) Showing treasury stock as an investment.
Question 2 (15 Points) :
Explain fully the nature and significance of each of the following balances 
appearing in the books of the Paramount Banking and Trust Company, a 
Maryland Corporation, and state where each item should appear in the Com­
pany’s Report of Condition as of December 31, 1932, to the State Bank Com­
missioner of Maryland, viz: (a)  Surplus Fund; (b)  Overdrafts (secured and 
unsecured); (c) Due from Approved Reserve Agents; (d)  Deposits (demand) ; 
( e) Customers’ Liability on Unused Letters of Credit; (f ) Accrued Interest 
Entered on Books; (g ) Undivided Profits; (h)  Unearned Interest and Dis­
count; (i) Exchanges for Clearing House; (j) Deposits (tim e); (k)  Unused 
Balances of Letters of Credit; (l ) Coupons and Dividend Accounts; (m ) 
Capital Stock Paid In; (n) Rediscounts Federal Reserve Bank; (o) Acceptances 
and Foreign Bills Sold.
Question 3 (10 Points) :
Jenifer Roberts and John McDaniel are partners under the name of Rob­
erts, McDaniel & Company, sharing equally in the profits. On October 31, 
1932, their assets, liabilities and capital were as follows: Cash, $11,500; Re­
ceivables, $12,500; Inventories, $20,000; Fixed Assets, $16,000; Accounts
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Payable, $2,500; Notes Payable, $7,500; Roberts, Capital, $30,000; McDaniels, 
Capital, $20,000. They make an agreement with Peter James to admit him to 
the firm as of November 1, 1932, upon his paying $20,000 into the firm treas­
ury for a one-fourth interest in the firm. Profits in the new firm are to be 
shared equally by the three partners.
(a) Draft alternative sets of journal entries to open the books of the new 
firm.
(b) Assuming that each partner draws out exactly the amount of his 
share of the profits, and that at the end of six months the firm sells 
all of its assets for $80,000 cash to a corporation which assumes 
all of the firm’s liabilities, submit statements to show which of the 
alternative sets of opening entries would produce the more ad­
vantageous result for James.
Question 4 (15 Points) :
(a)  Define and illustrate:
(1) Non-cumulative participating preferred stock.
(2) Registered callable debentures.
(3) Non-detachable stock warrant.
(4) Self-insurance.
(5) Account stated.
(6) Provable debt.
(b) State, with your reasons, whether and to what extent each of the fol­
lowing is a matter of fact or a matter of opinion, viz:
(1) Cash disbursements;
(2) Accounts receivable;
(3) Cash in bank;
(4) Land and buildings;
(5) Cost of manufacture;
(6) Net sales.
Question 5 (15 Points):
Journalize each of the following transactions:
(a) The X Y Corporation has outstanding $500,000 of common stock, 
par value $100 a share, which had been originally issued at $90.00 a share for 
certain property other than cash. On December 31, 1931, the corporate surplus 
(after charging off discount on stock) was $100,000. The market value of the 
stock was $125.00 a share. As of December 31, 1931, the corporation issues 
2 shares of no-par value common stock in exchange for each outstanding share 
of common stock with a par value of $100 a share.
(b)  White, Robinson and Company, a general partnership composed of 
three members, took out a policy of life insurance for $40,000, the policy pro­
viding that upon the death of any partner the proceeds shall be paid to the 
surviving partners. On July 2, 1932, the partnership paid a premium of $750.
246 THE CERTIFIED PUBLIC ACCOUNTANT April,
On July 3, 1932, the cash surrender value of the policy was $5,200; on February 
16, 1932, it was $5,000. On September 22, 1932, the senior partner died, and 
on October 3, 1932, the survivors collected the proceeds of the policy.
(V) In January, 1932, the X Specialty Company placed, for the purpose 
of stimulating sales, a coupon in each box goods sold by it during the month, 
agreeing to give to each person presenting 100 coupons a premium which cost 
the Company $1.00. On the basis of past experience, it was estimated that 
only seventy-five per cent of the coupons would be presented. The sales during 
January aggregated 100,000 boxes. During the following months a total of 
80,000 coupons were presented and exchanged for premiums.
Question 6 (10 Points) :
For the year ending June 30, 1932, the Acme Manufacturing Company’s 
books showed the following: Cash, $10,000; Other Current Assets, $95,000; 
Fixed Assets, $350,000; Deferred Charges, $45,000; Current Liabilities, 
$50,000; Capital Stock, $400,000; Net Profit for Year, $7,500; Surplus (after 
books closed), $50,000. For many years the Board of Directors has declared 
in July a single annual cash dividend of five per cent, and it is desirable that 
this dividend be maintained if practicable. On July 5, 1932, the Board met to 
consider dividend action. State, with reasons, your opinion as to declaring the 
regular annual dividend of five per cent, with reference to ( 1) its legality, and 
(2) its propriety from the standpoint of financial and corporate policy.
Question 7 (15 Points) :
(a) Define "income bond,” and state its advantages and disadvantages as 
compared with other classes of securities in the same corporation.
(b)  What are some of the terms and conditions that should appear in an 
income bond indenture for the protection of the income bondholders ?
(c) Explain the meaning of "budgetary control,” and state some of its 
advantages.
Question 8 (10 Points):
(a)  The Acme Store prices its inventories, for balance-sheet purposes, on 
the basis of selling price less mark-up. From the following figures determine 
the balance-sheet value of the inventory as of June 30, 1932, viz: Purchases (at 
cost), $227,000; Sales, $292,000; Closing Inventory (at selling prices), 
$50,000; Opening Inventory (selling prices), $37,000; Sales Returns, $5,000; 
Freight-in, $10,000; Cash Discount (allowed), $2,500; Purchase Returns (at 
cost), $7,000; Selling Expenses, $20,000; General and Administrative Ex­
penses, $10,000.
(b) The balance sheet of a Maryland corporation was set up substantially 
as follows: Assets, $1,000,000; Liabilities, $300,000; Preferred Stock (5,000 
shares, par value $100 a share), $500,000; "Surplus, represented by 2,000 shares 
of outstanding common stock without par value, $200,000.” State your views 
as to the correctness of the last-mentioned item, with reasons.
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Commercial Law
Time Allowed: 1.30 P.M. to 4:30 P.M.—Answer All Questions Fully
Question 1:
(a)  A became bankrupt under the National Bankruptcy Act of 1898 (as 
amended). On the schedules which he filed, he did not list claim of B against 
him for $1,500. A later filed petition praying for a discharge in bankruptcy 
from all of his debts. A date was set and a hearing held for objections to 
the discharge, at which time B did not oppose the discharge, which was there­
after granted. Subsequent to the discharge, B sued A for the $1,500 debt. 
Can he recover?
(b) What are the grounds for a denial of a discharge in bankruptcy under 
the National Bankruptcy Act of 1898 (as amended) ?
(c) What is the definition of insolvency effective under the National 
Bankruptcy Act (as amended) ? Is there any difference between the term "in­
solvency” as it is interpreted in the Maryland State equity courts and the term 
"insolvency” as it it defined in the National Bankruptcy Act (as amended) ? 
Discuss fully.
(d)  At the time when A was adjudicated a bankrupt under the National 
Bankruptcy Act (as amended) there were pending against him in the State 
courts:
(1) A suit for damages caused by alleged negligent driving of his auto­
mobile.
(2) A suit for damages for alleged breach of contract.
Have the plaintiffs in either or both of the suits above referred to claims 
which can be asserted against the bankrupt? Describe the procedure which 
would be followed, and discuss fully.
Question 2:
(a)  A and B were engaged in business as co-partners trading as the A. B. 
Company. The A. B. Company was adjudicated a bankrupt in proceedings in 
the District Court for the District of Maryland. The referee in bankruptcy, 
after liquidation, approved the final account of the trustee in bankruptcy, pro­
viding for a distribution to creditors of the firm of fifty per cent on all claims 
proved and allowed. A was then forced into bankruptcy. A’s net assets 
amounted to $10,000.00 and his individual liabilities (exclusive of liabilities 
of the firm) amounted to $8,000.00, included among the $8,000.00 being a 
$5,000.00 loan to him by his wife, on which he had never paid interest. How 
will A’s estate be distributed ?
(b)  A and B formed a co-partnership. Thereafter B became bankrupt. 
What effect would this have on the firm? Discuss.
(c) What effect would the death of a partner have upon the co-partner­
ship of which he was a member ?
Question 3:
(a) Under the provisions of Article 23 of the Annotated Code of the
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Laws of Maryland, what corporate action would be requisite to the validity of
(1) An amendment to the certificate of incorporation of the corporation;
(2) An amendment to the by-laws of the corporation?
(b) What do you understand by the "pre-emptive rights” of a stock­
holder of a corporation?
(c) What is the purpose of the creation of a voting trust? Is there any 
limit to duration of a voting trust under the terms of the Maryland corporation 
law?
Question 4:
(a) Discuss the general principles which in your opinion should enter 
into a court’s decision in holding individual directors liable for mismanagement.
( b) Discuss briefly any provisions of the Maryland corporation law which 
relate to individual liability of directors of a Maryland corporation.
Question 5:
(a)  Name four agreements, contracts or promises which are void because 
they do not comply with the Statute of Frauds.
(b)  Discuss the Statute of Limitations in Maryland and the effect thereof 
and give the period of the Statute as to
(1) An instrument under seal;
(2) A contract right of action.
Question 6:
(a) A said to B, "If you attend Church tomorrow, I will give you $50.00.” 
B attended Church as specified, but on advice of his lawyer, A refused to pay 
the $50.00 to B on the ground that there was no legal consideration to bind 
him to his promise since B had not agreed to go to Church and he, A, had 
derived no benefit whatever from having done so. Is A legally required to pay 
B $50.00? Discuss and give reasons.
(b) A  signed the following agreement:
"In consideration of the subscription of others the undersigned 
hereby subscribe to the number of shares of common stock without 
par value of the X Corporation set opposite their respective names 
at the price of $50.00 a share, payable when called by the directors 
of the X Corporation.”
(1) A large number of persons subscribed to the agreement, in A’s 
opinion, more than were necessary to provide capital for the Cor­
poration. A cancelled his subscription prior to the organization of 
the new Corporation. The Corporation when organized sought to 
enforce the subscription. A defended on the ground that he was 
under no legal obligation to take the stock since one of the parties 
to the contract was not in existence at the time that he cancelled. Can 
he be held in any way under his subscription ?
(2) Assume that the X Corporation had been organized prior to the can­
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cellation by A of his above subscription, but that no meeting of the 
Board of Directors had been held. Can A be held to his subscription?
Question 7:
A gave B an instrument reading as follows:
"Baltimore, Maryland, August 1, 1932.
"Due to B or order the sum of One Thousand Dollars
($1,000.00) two years from date with interest at the rate of six per
cent per annum.
(Signed) A.”
B endorsed the note and sold it on September 1, 1932, to C, who paid 
$500.00 for it, and took without any knowledge of any defenses which A might 
have against B. Later C learned of irregularities in the original transaction 
between A and B, which would have been sufficient to constitute a defense in 
an action by B against A. C asks you the following questions:
(a) Is the note negotiable or non-negotiable? Why?
(b) If, irrespective of your reply to (a) , the Court should hold the note 
to be negotiable, would the fact that the original transaction was usurious (it 
not so appearing on the face of the note) be a defense available against C, who 
knew nothing of it when he bought the note ?
(c) Same question if the Court should hold the note to be non-negotiable.
(d ) Is an endorsement on a holiday invalid?
(e)  If the above note is negotiable is the amount that C can recover gov­
erned and limited by what C paid to B ?
Question 8:
(a) Under what circumstances is it material to inquire whether or not 
one who takes a negotiable instrument is a "holder in due course” within the 
meaning of the Negotiable Instruments Act (as amended) ?
(b)  Would the fact that an instrument is made payable in silver coin of 
the United States make it non-negotiable? Discuss and give reasons.
(c) Does the fact that a promissory note (otherwise negotiable) contains 
a provision that its date of maturity will be accelerated in event of non-payment 
of any installment of interest, render the note non-negotiable ? Discuss.
Question 9:
(a) A was discharged for good cause after having worked for B for fifteen 
years. The fact of A’s discharge was well known to the other employes of the 
company, but no public notice was given. A thereafter in B’s behalf entered 
into a contract with C. Said contract would have been within the scope of A’s 
authority before his discharge. Is B legally bound to carry out the terms of the 
contract with C ?
(b) What is the main basis for distinction of power of attorney coupled 
with an interest from a power of attorney which does not include this feature? 
Give an example of a power of attorney coupled with an interest.
(c) A was employed by B as a security salesman assigned to a regular
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territory in Baltimore City. B expressly told A that he would not have any 
right to collect any money from any customer. Nevertheless, for the period of 
a year A made collections and remitted them to B. Thereafter A made a col­
lection from C and absconded. B attempted to collect the money a second time 
from C. C sets up as a defense payment to A. Is this defense good? Discuss 
the principles involved.
Question 10:
The X Company had a very active account with the Y Bank. The X Com­
pany made out its check to A for $100.00. The President of the company had 
been advised by a salesman that the use of a check protectograph was a neces­
sary precaution against losses to the Company resulting from raised checks. 
Nevertheless, no check protectograph was used by this Company. The $100.00 
check was made out with reasonable care, but was raised by the use of a new 
kind of chemical to $1,000.00. The Bank paid the check for $1,000.00. Is the 
X Company responsible for the loss caused by this raised check ? Discuss fully.
STATE SOCIETY NEWS
CALIFORNIA
On February 20th, the Los Angeles Chapter 
of the California State Society of Certified 
Public Accountants held its regular monthly 
meeting and dinner at the Elks’ Club Building. 
The occasion marked the second joint con­
ference with the Los Angeles Chapter of the 
Robert Morris Associates, who were guests of 
the evening.
President Harry B. Mills called the busi­
ness session to order at 7:30, and expressed 
the appreciation which the accountants felt in 
having the opportunity to again meet with the 
bank credit executives. The meeting was then 
turned over to Mr. Walter B. Gibson, Chair­
man of the Chapter’s Committee on Coopera­
tion with Robert Morris Associates.
At the previous conference with the Robert 
Morris Associates, the bankers had answered 
some six or eight leading questions which had 
been propounded to them by the accountants. 
At this second meeting the shoe was on the 
other foot, and fourteen accountants, repre­
sentative of national and local firms, partici­
pated in answering pertinent questions which
were asked by the bankers. Shortcomings of 
accountants and bankers were subjected to 
sound, constructive criticism. Joint problems 
were discussed and analyzed in a frank and 
friendly manner. It is felt that a tremendous 
amount of good has been derived by the 
members of both associations from these con­
ferences.
Ralph W. E. Cole, President of The Ameri­
can Society of Certified Public Accountants, 
was present in his unofficial capacity as a 
member of the Los Angeles Chapter. Presi­
dent Cole’s humorous remarks were enjoyed 
by all.
The Chapter was also honored by the un­
expected presence of J. E. Hammond, of San 
Francisco, President of the California State 
Society of Certified Public Accountants. Mr. 
Hammond gave a short, soul-stirring address 
on the subject, "Character, the Chief Asset of 
the Professional Accountant.”
Ralph W. E. Cole, President of The Ameri­
can Society, was guest of the Fresno Chapter 
of the California State Society at its meeting 
February 9, 1933.
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MASSACHUSETTS 
The March Bulletin of the Massachusetts 
Society of Certified Public Accountants, Inc., 
comments editorially:
"Certain of the benefits of membership in 
a professional accounting society accrue pe­
culiarly to the individual practitioner. The 
accountant can progress beyond a certain point  
only with great difficulty if he relies wholly 
on his own resources even though supported 
by a willingness to read and study. Further 
progress comes more readily from matching 
one’s own ideas and experiences against those 
of others in the same field. Members of the 
larger organizations have opportunities to test 
the validity of their reasoning on their fellows, 
to ascertain the treatment already accorded in 
practice to similar problems and to keep in 
touch with the latest developments throughout 
the country.”
"The more consistent we can be in our treat­
ment of common problems and the closer 
agreement we can reach as to forms of presen­
tation, the stronger will be our position with 
clients, their creditors and their stockholders. 
Without sacrificing the personal and individ­
ual touch which should be a mark of profes­
sional work, the comparing of notes on ques­
tions which we all encounter, or may encounter, 
will be stimulating and helpful.”
* * *
At a regular meeting of the Massachusetts 
Society of Certified Public Accountants, Inc., 
held on Thursday, February 23, 1933, the fol­
lowing resolution was passed:
"Resolved, That it is the opinion of the 
Massachusetts Society of Certified Public Ac­
countants, Inc., that it is desirable that the 
profession of accountancy in this country be 
represented by a single national organization 
with satisfactory professional standards and a 
membership of certified public accountants 
sufficiently large to be truly representative of 
the entire nation, and that such organization 
should have a direct relationship to the exist­
ing State societies of certified public account­
ants; and be it further resolved, that the ex­
ecutive committee of this Society is hereby 
authorized and instructed to convey this ex­
pression of opinion to the executives of both 
the American Institute of Accountants and 
The American Society of Certified Public Ac­
countants, and to cooperate with said national 
organizations and with other State societies of
certified public accountants to accomplish the 
desired result, it being understood that the 
committee will not finally endorse any specific 
plan until it is referred to a meeting of the 
Massachusetts Society for approval.”
* * *
MICHIGAN 
The March 16th meeting of the Michigan 
Association of Certified Public Accountants 
was held at the Detroit-Leland Hotel at eight 
o’clock, preceded by a dinner at six-thirty.
The Michigan Corporation Act had been 
designated as the subject of the evening. Pro­
fessor L. K. James, of the University of Michi­
gan Law School, the principal speaker, gave 
particular attention to the sections which have 
to do with issuing, redeeming and purchase 
of capital stock.
The discussion was led by Robert E. Payne, 
President of the Illinois Society of Certified 
Public Accountants. Mr. Fletcher Lewis, a 
partner in the law firm of Butler, Pope, Bal­
lard and Elting, of Chicago, was also a guest 
speaker. Mr. Fletcher for the last three years 
has been Chairman of the Drafting Commit­
tee of the Illinois Bar Association which is 
working on a new corporation act for Illinois.
*  *  *
NEW JERSEY 
The regular meeting of the Society of Certi­
fied Public Accountants of the State of New 
Jersey was held on February 27, 1933, at the 
Downtown Club, Newark, with an attendance 
of a hundred members and guests.
Robert H. Gulliver, Chairman of the Com­
mittee on Legislation, reported on the status 
of the bills before the legislature, and urged 
members to bring pressure to bear to defeat 
their enactment.
Maurice E. Peloubet, Chairman of the 
Committee on Technical Studies, made a brief 
preliminary talk and introduced the following 
speakers, to whom topics had been assigned: 
J. J. White, who read the paper prepared by 
Albert J. Wiley who was unavoidably absent 
and George Rea, "Budgets and Budgetary 
Control” ; Leon Kranztohr and Robert F. Til­
lison, "Municipal Accounting and the Tax­
payer” ; Leopold Frankel and James J. Hast­
ings, "Court Testimony of Accountants and 
Reports in Litigated Matters.” Brief discus­
sion followed presentation of each of the 
subjects.
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PENNSYLVANIA
The regular monthly meeting of the Phila­
delphia Chapter of the Pennsylvania Institute 
of Certified Public Accountants was held on 
Tuesday evening, February 21, 1933, at the 
Manufacturers and Bankers Club. Donald M. 
Russell, Chairman of the Committee for Co­
operation with the Banks, arranged the meet­
ing, which was held jointly with the Philadel­
phia Chapter of the Robert Morris Associates.
Speakers for the Philadelphia Chapter of 
the Pennsylvania Institute were: John K. 
Mathieson, John Balch, and Francis P. Byerly.
Mr. Mathieson’s subject covered the matter 
of inventories, the liability of the accountant 
in certifying to same, and the considerations to 
be given to the physical condition of inven­
tories.
Mr. Balch spoke on the necessity of adding 
to the present services rendered by account­
ants that of budget preparations and the sub­
mission of budget reports in addition to the 
ordinary audit reports.
Mr. Byerly discussed the general importance 
of full audits before rendering reports.
The Philadelphia Chapter of the Robert 
Morris Associates was represented by Alex­
ander Wall, National Secretary of the Robert 
Morris Associates; John N. Eaton, Vice-Presi­
dent of Merchants National Bank of Boston; 
Wilson Steinmetz, of the Ninth Bank & Trust 
Co. of Philadelphia; Charles Chapman, of the 
Kensington Security Bank of Philadelphia.
Mr. Chapman, as Chairman of the Robert 
Morris Associates chapter, spoke on the letter 
sent to the banks by the accountants’ Chapter 
Committee on Cooperation with Banks, and 
expressed the thankfulness of the banks for 
the general spirit of cooperation and goodwill 
which existed.
Mr. Wall spoke on accountants’ certificates 
and their meanings, and asked what the ethics 
of our profession had accomplished toward 
punishing those who issued certificates with­
out proper foundation for same.
Mr. Eaton, a member of the National Com­
mittee on association with accountants, told of 
the aims of that committee in seeking co­
operation with the accountants, and stated that 
the bankers realize the responsibility of in­
forming their customers that a full audit was 
necessary at all times. He discussed faults 
found in audits such as the lack of segregating
accounts receivable arising from other than 
sales sources.
Mr. Steinmetz spoke on analysis of inven­
tories and the necessity for comments on the 
operating statements issued by the account­
ants as part of their reports.
Open discussions between members present 
and the speakers were held, and it was felt 
that the entire meeting added an additional 
link in the chain of cooperation between the 
bankers and the accountants.
*  * *
WASHINGTON
The February number of The C.P.A., issued 
by the Spokane Chapter of the Washington 
Society of Certified Public Accountants, dis­
cusses "More Questions on the Washington 
Income Tax Law.”
Corporations and Stockholders
( Continued from page 242)
The surplus account should start with the 
balance at the close of the last fiscal period, 
adding thereto net profits earned and de­
ducting the dividends paid during the period. 
Earned surplus and unearned surplus should 
in all cases be shown separately. No financial 
statement is complete which does not disclose 
this information in the manner indicated, and 
while some companies comply with these re­
quirements, many do not.
Investment Bankers and Brokers frequently 
give out information that a certain company 
has made profits of "so much” before pro­
viding for amortization, depreciation, deple­
tion, interest and income tax. In the absence 
of definite information on these items, how is 
a stockholder or a prospective investor to know 
the amount of Net earnings? The press fur­
nishes information in a similar manner but is 
blameless, as it can only publish the infor­
mation as furnished to it.
From the above comments, there should be 
some "food” for digestion by stockholders, 
directors and officers of corporations, invest­
ment bankers, brokers, public accountants and 
legislators.
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Legislation
P RACTICALLY every State Legislature in
session this year has had before it at least one 
bill in which the accountancy profession was 
interested. The March issue made reference to 
many of them, and a further resume follows:
In Arizona House Bill No. 134 was passed 
in the closing hours of the Legislative session. 
Several amendments were made to the bill as 
originally presented. The bill as introduced is 
especially noticeable by reason of the fact that 
the section relating to waivers is the longest 
section in the bill. Copy of the bill as passed 
has not yet been received.
The Colorado Legislature has not taken ac­
tion on the proposal to grant the State Board 
power to reissue certificates previously revoked.
The Connecticut Legislature has before it 
a bill which, if passed, would strengthen not 
only the board, but also the profession in the 
State.
In Georgia a bill has been introduced seek­
ing to grant to the State Board the right to 
recognize certificates of certified public ac­
countants from other states, providing for 
privileged communication and covering the 
subject of ownership of working papers.
The Illinois Legislature has as yet taken no 
action on the bill which was introduced seek­
ing to repeal the privileged communication 
clause.
The bill introduced in Minnesota seeking 
to repeal all acts and parts of acts relating to 
the State Board and substitute in lieu thereof 
the Minnesota Society of Accountants, has not 
been acted on, and it is still in committee.
The Missouri Legislature has had three bills 
before it, one of which would abolish the 
State Board; a second would substitute the 
title "Certified Practical Accountant” for the 
title Certified Public Accountant; and the 
third bill provided a waiver for graduates of 
schools of higher educational standing with 
a limited amount of professional experience. 
It is thought that the first two bills will not be 
passed. The third bill has been favorably re­
ported by the Committee.
In Montana the Legislature enlarged the 
waiver clause to include a particular class of 
State employes. It is questionable whether the 
class feature may not have made the legislation 
unconstitutional.
The B EN T LEY  
SCHOOL of 
ACCOUNTING  
and FINANCE
A DISTIN CTIV E SCHOOL  
which is devoted exclusively to train­
ing men who desire to specialize in 
preparation for the key department 
of business administration, or for 
professional accounting.
Many of the graduates are holding 
positions such a s :
¶ IN  B U SIN E SS—office manager, head 
accountant, cost accountant, traveling 
auditor, general auditor, credit manager, 
comptroller, statistician, assistant treas­
urer, treasurer, branch manager, vice- 
president, general manager.
¶ IN  PUBLIC ACCOUNTING—senior 
accountant, supervisor, manager, part­
ner.
¶ IN  PUBLIC SERVICE—bank exam­
iner, tax consultant, internal revenue 
agent, special investigator, senior audi­
tor, treasurer.
¶ Its graduates are employed in 29 states 
and 6 foreign countries.
¶ Students have enrolled from 22 states 
and 5 foreign countries.
¶ Two years are required to complete the 
course, the shortest time consistent with 
thoroughness.
T he catalog w ill be sen t upon request.
H. C. BENTLEY, C.P.A., President 
921 BOYLSTON STREET, 
BOSTON, M A SSAC H U SETTS
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The Nebraska Legislature had before it a 
two-class accountancy bill which was reported 
favorably in the senate, but about which no 
further report has been received.
Ohio has been the center of extended ac­
countancy discussion by reason of senate bill 
No. 242. The Ohio Society of Certified Public 
Accountants is not favorable to the bill as 
introduced.
The Oklahoma Legislature has been re­
quested, through a bill introduced in the 
senate, to provide for the granting of C.P.A. 
certificates to the holders of Commercial Ac­
countant certificates and Municipal Accountant 
certificates, both of which classes of certificates 
were issued under the original Oklahoma law.
In Oregon H. B. No. 191 offers the reopen­
ing of a waiver provision, suggests possible 
changes in the personnel of the State Board 
by permitting those not holding C.P.A. cer­
tificates to be represented on the board, and 
requires the examination to consist of average 
accounting problems. The Oregon Voter car­
ried in its February 4th issue a communication 
from the Oregon State Society of Certified 
Public Accountants opposing the bill.
Pennsylvania is confronted with an attempt 
to reopen the waiver provision.
The Pennsylvania Institute is interested in 
several codes now before the Legislature hav­
ing to do with the subjects of non-profit cor­
porations, second-class corporations, insurance 
and schools. The Legislative Committee of 
the Pennsylvania Institute has prepared sug­
gested amendments to the codes as originally 
introduced.
The Tennessee Legislature has before it a 
bill in the house and another in the senate, 
the main purpose of which seems to be to 
grant C.P.A. certificates to those already reg­
istered as public accountants and require that 
each accounting practitioner furnish a $5,000  
bond.
In Washington a two-class bill was intro­
duced but the Legislature adjourned without 
any action being taken.
In West Virginia there were two account­
ancy bills introduced, one in the house and 
one in the senate. The senate committee re­
ported favorably; the house committee took no 
action. The accountants of the State were 
generally favorable to the bills as introduced.
In W yom ing a two-class bill was introduced 
sponsored by the State Society. The house
committee favored the measure but the Leg­
islature adjourned without any action having 
been taken.
As illustrating other types of legislation 
than that directly affecting C.P.A. laws, it is 
noted that in California it was suggested that 
there should be a special Board established to 
pass on the qualifications of those desiring to 
engage in governmental accounting work, 
either State, county or municipal.
Connecticut was considering a bill requiring 
independent audits for banks in lieu of exami­
nation required by the present law.
Indiana did pass a bill permitting the ac­
ceptance of reports of independent auditors 
when requested by banks, building and loan 
associations, credit unions and other similar 
financial organizations.
Iowa wrestled with the problem as to 
whether it would repeal the old law requiring 
independent audits of educational, penal, and 
other State institutions or whether it would fix 
a maximum amount which might be expended 
for such an audit.
Kansas had half a dozen bills before its 
Legislature covering various phases of State 
audits.
Minnesota was interested in several amend­
ments in the revised Corporation Act.
In Nebraska an effort was made to provide 
for annual audits of certain government 
officials.
In Missouri a law was enacted giving the 
Governor practically absolute power in hiring 
auditors for State, county, or city offices.
In New Jersey one of the bills would have 
created a State Auditor with complete control 
over all State departments and made it unlaw­
ful for independent auditors to be utilized.
In South Dakota the Division of Audits 
and Accounts, which is the State agency 
charged with the audit of State, county, and 
city offices, was removed from the supervision 
of the State Auditor and made a separate 
agency responsible to the Governor, which 
returns the State to the same condition that 
existed prior to 1925.
Outside of legislation, the State Highway 
Commission of Texas, following the lead of 
the same commission in Missouri, has decided 
to demand audits by certified public account­
ants to be submitted by contractors before any 
bid made by them will be entertained.
ACCOUNTI NG
can be studied at home under thor­
oughly competent instructors
Columbia U niversity
offers courses for home study in accounting and 
in many other subjects of practical business value, 
as well as a wide range of general cultural sub­
jects, several of which are listed here.
These courses have been prepared by our 
instructors to meet the special requirements of 
study at home. While all basic material essential 
to the full understanding of each subject is fully 
covered, sufficient elasticity is allowed to permit 
adaptation to the individual needs of each stu­
dent. Everyone who enrolls for a Columbia course 
is personally instructed by a member of the Uni­
versity teaching staff.
A bulletin showing a complete list of home 
study courses will be sent upon request. In ad­
dition to the general University courses this 
bulletin includes courses that cover complete 
high school and college preparatory training.
PARTIAL LIST 
OF
HOME STUDY 
COURSES
ACCOUNTING 
AGRICULTURE 
AMERICAN GOVERNMENT 
APPL IED GRAMMAR 
BANKING
BU SINESS ADMINISTRA- 
BU SINESS EN G LISH  [TIO N 
BUSINESS LAW 
BUSINESS ORGANIZATION 
BU SINESS PSYCHOLOGY 
CHEM ISTRY 
CHILD PSYCHOLOGY 
CLASSICS
CONTEMPORARY NOVEL 
CORPORATION FIN A N CE 
DRAFTING 
ECONOMICS
EN G LISH  COMPOSITION
EN G LISH  LITERATURE
ESSAY W RITING
FIR E INSURANCE
FOREM AN SHIP
FR EN C H
GEOMETRY
GERMAN
GRAMMAR
GREEK
H IG H  SCHOOL COURSES 
HISTORY
IN TER IO R DECORATION
INVESTM ENTS
ITALIAN
JU V E N IL E  STORY W RITING 
LATIN
LIBRARY SERVICE   
LITERATURE 
M ACHINE DESIGN 
MAGAZINE ARTICLE 
M ARKETING [W RITIN G 
MATHEMATICS
M U S IC ----HARMONY
PERSON NEL ADM INISTRA -
PH ILO SO PH Y  [TIO N
PH YSICS
PLAYW RITING
POETRY
PSYCHOLOGY
PUBLIC HEALTH
PU BLIC SPEAKING
REAL ESTATE
RELIGION
SECRETARIAL STUDIES 
SELLING
SHORT STORY W RITING
SOCIOLOGY
SPA N ISH
STENOGRAPHY
TY PEW RITING
WORLD LITERATURE, ETC.
C o lu m b ia  U n iv e r s i t y ,  Home Study Department, 15 Amsterdam Avenue, New York, N. Y. 
Please send me full information about Columbia University Home Study Courses. I am in­
terested in the following subjects: Account 4-33
Name 
S tree t and Number 
County__________
.Telephone Number_ 
_____City________
S ta te . Occupation.
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International Congress
As noted in the February issue, the next In­
ternational Congress on Accounting will be 
held in London the week of July 17th.
Inquiries have come to the office as to 
whether any arrangements would be made for 
a party in connection with the going trip. It 
is generally conceded that those who attend 
will vary the time spent abroad so that it 
would not be wise to consider a round-trip 
itinerary.
We should be glad to hear from any who 
are contemplating attending who would like 
to go with a party, and then we will under­
take, if any interest is displayed in such a 
movement, to correspond with those who are 
interested for the purpose of seeing if the 
party-idea is feasible.
New York Suspensions
The papers of February 10th announced that 
"the Board of Regents of the State of New 
York has handed down the first decision under 
the new sections of Article 57 of the Educa­
tional Law whereby two certified public ac­
countants are suspended from practice for a 
period of six months for gross negligence in 
the practice of accountancy.”
Controllers
One of the reactions to the recent decision 
of the New York Stock Exchange to require 
audits from independent accountants, was pre­
sented by F. J. Carr, President of the Control­
lers Institute of America.
While agreeing that full information should 
be obtained on all securities listed for transfer, 
Mr. Carr emphasized that a definite place on 
the program of safeguarding the investor 
should be allotted to the controller of the cor­
poration, due to his responsibilities in the 
matter and his intimate knowledge of the cor­
poration’s transactions.
There is no really good reason why the con­
troller should be picked out from any other 
official in a corporation as one who should be 
allotted a special place. Many certified public 
accountants have entered into private employ­
ment as controllers, not only because of their
own belief, but because of the feeling on the 
part of many corporations that the special train­
ing which a C.P.A. has obtained, fits him to 
occupy the controller’s job. When, however, 
a certified public accountant becomes a con­
troller of an organization, he loses his inde­
pendent status and becomes a part of the or­
ganization. The purpose of the recent action 
of the New York Stock Exchange is to increase 
the security of investors by bringing into the 
picture, for an audit and report, one who has 
the outsider’s viewpoint.
The March issue of Credit and Financial 
Management, official organ of the National 
Association of Credit Men, presents the fol­
lowing articles prepared by certified public 
accountants:
Frank E. Seidman, of Michigan, in an ar­
ticle "Brother, Do You Have a Dime?” dis­
cusses the ways in which Uncle Sam will 
endeavor to get it.
Myron M. Strain, of California, discusses 
"Reserves—With Reservations.”
Robert Atkins, of New York, under the 
title, "Compulsion,” reaches the conclusion 
that no valid reason exists why institutions 
operating with funds from the public should 
not take those who supply those funds into 
their confidence.
George D. Fish, of New York, writing on 
"Cooperation,” says that more frequent inter­
course between debtor, creditor and accountant 
will foster better understanding and avoid 
many postmortem gatherings.
Rhae M. Swisher, of Indiana, discusses 
"Truthful Financial Statements.”
L. G. Andrews, of Philadelphia, Controller 
of Strawbridge & Clothier, writes interestingly 
on "Reel Bookkeeping,” tracing its develop­
ment from manual through machine to movie.
Louis G. Peloubet, New Jersey, contributed 
an article on "Optional Discounts,” originally 
appearing in the Journal of Accountancy.
The December issue of Southern California 
Business contains an article by Ralph E. Sperry, 
C.P.A., on "The Percentage Lease.” The gen­
eral conclusion reached is that there are more 
arguments in favor of it than opposed to it. 
It seems to be fairer to both land holder and 
tenant than any other plan which has been 
worked out except in those types of business 
where accurate records are not kept.
Taylor and Miller — C. P. A. PROBLEMS AND 
QUESTIONS IN THEORY AND AUDITING
By Jacob B. Taylor, C.P.A., Associate Professor of 
Accounting, Ohio State University, and Hermann C. 
Miller, C.P.A., Assistant Professor of Accounting, 
Ohio State University. McGraw-Hill Accounting 
Series. 600 pages. $5.00
SOLUTIONS TO C. P. A.Taylor and Miller— 
PROBLEMS
By Jacob B. Taylor and Hermann C. Miller. 486  
pages, 6x9. $5.00
These books were prepared to meet the needs of candi­
dates for the C.P.A. examinations and students requiring a 
thoroughgoing review of accounting principles and prac­
tice in application to practical problems. Here are 243  
accounting problems, 260 questions on accounting theory, 
204 queries on auditing theory and procedure— with 
solutions to the problems, carefully worked out in ac­
cordance with accepted principles and practice. These 
problems and questions have been judiciously selected 
from those actually propounded in recent State and 
A.I.A . examinations throughout the country. Two com­
plete examinations are fully reproduced for checking 
one’s speed and proficiency under the usual time limits.
Kohler and Morrison — PRINCIPLES OF 
ACCOUNTING
By Eric L. Kohler, formerly Professor of Accounting, 
Northwestern University School of Commerce, and 
Paul L. Morrison, Assistant Professor of Finance, 
Northwestern University School of Commerce; As­
sistant to Vice-President and Comptroller, Middle- 
W est U tilities Company. Second edition, 507 pages, 
5 ½x8, illustrated. $4.50
This book is designed to give a real working knowledge 
of accounting within a single volume. Throughout, the 
authors keep to the front a typical business enterprise 
as the accounting unit, and show exactly how to handle 
each business transaction from start to finish according 
to the best standards of accounting.
Kohler and Pettengill — PRINCIPLES OF 
AUDITING
B y Eric L. Kohler, and Pau l W. Pettengill, Lecturer 
in Accounting, Northwestern University School of  
Commerce. Third edition, 475 pages, 5 ½x8. $5.00
A standard work on audit practice explaining ju st how 
the auditor proceeds in determining the financial condi­
tion and earnings of a business for its officers, directors, 
partners or stockholders, bankers or investors. This edi­
tion includes 305 problems and questions, and a set of 88 
working papers comprising a complete, practical auditing 
problem.
Grant — SIM PLIFIED MATHEMATICS FOR 
ACCOUNTANTS AND EXECUTIVES
By H arris D. Grant, Consulting Accountant. 329 
pages, 6x9. $3.50
Shows how to solve problems involving compound interest 
and discount by simple arithmetical methods, using no 
algebra or logarithms. Complex problems in  annuities, 
sinking funds, amortization, etc., are included, and their 
analysis and solution by simple, effort-saving methods are 
shown.
Donald — HANDBOOK OF BUSINESS 
ADMINISTRATION
Editor-in-Chief, W . J . Donald, Vice-President, Ameri­
can Management Association. W ith the collaboration 
of 129 recognized authorities. Sponsored by and 
published for the American Management Association. 
1,752 pages, 4 ½x7, illustrated, flexible. $7.00
This book brings together in  a form comparable to the 
great handbooks of engineering and the professions what 
is known of the science of business management. In  the 
fields of sales and marketing, office and personnel manage­
ment, production, finance and general business adm inis­
tration it gives a thorough resume of best effective poli­
cies and methods, based on actual practice, and treated 
by individual specialists in each subject covered.
Examine any or all of these books for 10 days FREE 
Send this Coupon
McGRAW-HILL FREE EXAMINATION COUPON
M cGr a w - H il l  B ook  Co m p a n y , I n c ., 330 West 42nd Street, New York City.
Send me the books checked below, postpaid, for 10 days’ free examination. I  will pay for 
those I  wish to keep and return the rest, within 10 days of receipt.
) Taylor and Miller —  C .P .A . PROBLEM S, $5.00.
) Taylor and M iller— SOLUTIONS TO C .P .A . PROBLEM S, $5.00.
) Kohler and Morrison —  P R IN C IP L E S OF ACCOUNTING, $4.50.
) Kohler and Pettengill —  PR IN C IP L E S OF AUDITING , $5.00.
) G rant— SIM PL IF IE D  MATHEMATICS FOR ACCOUNTANTS AND EXECUTIVES, $3.50.
) Donald —  HANDBOOK OF B U SIN E SS ADMINISTRATION, $7.00.
Name____________________________________________________________________________________
| Address_____________________________________Position____________________________________
City and S tate_______________________________ Company_____________
(Books sent on approval in U. S. and Canada only.)
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STORES RECORDS
1 A quantity and value Stores Record plan by which the requisition is extended and stores 
ledger posted in  one operation. Both are 
proved in  the same operation.
2 T his folder illustrates tw o Stores Record plans that afford accurate, daily stock contro l— 
( 1) daily balances o f  stores o n  hand, available 
and reserved; (2) a perpetual inventory o f  
quantity and value.
3 This method simplifies Stores R ecord w ork where un it requisitions are no t used. Posting  
media fo r stores, cost o r  investment ledgers 
created as a by-product o f  extending requisi­
tions.
4 A plan fo r complete daily control o f  orders in  process, w ith Stores Record and record o f 
shipments by customers as by-products.
M AIL T H I S  C O U P O N
BURROUGHS ADDING MACHINE CO.
6414 Second Boulevard, Detroit, Michigan
Please send me, w ithout charge o r obliga­
tion, folders numbered___________________
I am interested also in other folders on  the 
subjects checked below.
□  Payroll □  Figure Distribution
□  Accts. Payable □   Accounts Receivable
□  Billing □  General Accounting
Name______________  ______________
Address _______________________________
These folders 
may help reduce 
Accounting Costs 
still further
As an accountant, you may be interested in learn­
ing o f new and improved Burroughs machines 
and features which offer excellent opportunities 
for reducing accounting costs still further, and— 
at the same time—for speeding up and simplify­
ing all phases of accounting.
In order to make this information quickly avail­
able, Burroughs has compiled a series of folders 
of which these four on Stores Records are a part. 
There are others suggesting faster and simpler 
procedures for every phase of accounting.
It will pay you to investigate . . .  to study these 
new and improved procedures, machines and 
features . . .  to determine what they have to offer 
in the way o f further economies and efficiencies.
Simply check the folder—or folders—that inter­
est you. Then call the local Burroughs office, 
or mail the coupon.
Burroughs
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RESIDENT
Final Examination
PLAN
J
Upon request, we will gladly mail our booklet, “How 
to Learn Accounting," to anyone who is interested  in  
obtaining full information regarding I .A .S . train­
ing. Address the International Accountants Society, 
Inc., 8411 South Michigan Avenue, Chicago, Illinois.
I nter natio n al  
A c co un tants  S o c ie t y , I n c .
A Division o f the 
ALEXANDER HAMILTON INSTITUTE
AN outstanding feature of the course 
  in Accounting offered by the Inter­
national Accountants Society, Inc., is 
the Resident Final Examination, which 
each student must pass before his di­
ploma of graduation is issued.
The Resident Final Examination Plan 
was inaugurated in April, 1925, and 
every student enrolled for the ninety- 
lesson I. A. S. Course since that time is 
required, after finishing the work on 
his course, to take an examination held 
under the personal supervision of a 
Certified Public Accountant (or, if a 
CL P. A. is not available, an Attorney at 
Law) either in the student’s home city 
or in an adjacent city.
Just prior to the date of examination, 
the necessary examination questions 
and all blank forms for the candidate’s 
working sheets, schedules, statements, 
and other papers required for the so­
lutions, are mailed to the supervising 
C. P. A., as a confidential communica­
tion between himself and the I. A. S.
The examination material is handed 
to the student at the beginning of the 
examination period. It is the supervi­
sor’s obligation to remain with the 
student during the examination and to 
insure that he completes the examina­
tion without having access to textbooks, 
notes, or any outside help.
When the examination is finished, 
the papers are turned over to the 
supervisor who forwards them to the 
International Accountants Society, Inc., 
in Chicago, where final judgment as to 
the student’s eligibility for a diploma 
is made by the Active Faculty.
The same examination is never given 
the second time in the same city.
The Resident Final Examination Plan 
assures prospective employers that
I. A. S. graduates possess a thorough, 
tested knowledge of Accounting.
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DEVOTED TO T H E  IN T E R E ST S OF T H E  C. P . A ., H IS  C L IE N T , A N D  T H E  PU B L IC  W ELFARE
V o l . XIII May, 1933 No. 5
Editor: D u r a n d  W. S pr in g e r . All communications should be addressed to the editor. 
Published monthly by The Accountants Publishing Company, National Press Building, Wash­
ington, D . C. Publication office: 1406 East Franklin Street, Richmond, Virginia. Subscription 
price: A year of 12 issues, $2.00; twenty cents a copy. Entered as second-class matter, January, 
1932, at the post office at Richmond, Virginia, under the act of March, 1879.
I beseech you to treasure up in your hearts these my parting words: 
be ashamed to die until you have won some victory for humanity.
— H or a ce  M a n n .
Ethics for you n g  Auditors
By R a lp h  W . E. C o le , C.P.A.
THE history of man is the story of progress, the story of physical, mental, and moral development. Some fluent writer has well said, " ’Tis a long scale 
from the gorilla to the gentleman.”
It is unnecessary for me to detail this progress, for, in a fraction of time, in 
your mind’s eye you can each review that development from brute man of the 
primal ages to the polished gentleman of the twentieth century. You visualize 
the growth and granting of civil rights, the creation of mental and moral virtues, 
and the beginning of group and political consciousness which led to, what to us 
is the highest in political achievement: the establishment of this land of the 
free and home of the brave, where, nominally at least, all are entitled to the 
undisputed right of search for happiness, and of political and religious freedom.
By the same processes, while you have been thinking, you have followed the 
development of society and its needs to the establishment of the laws by which 
we are governed and which we say are the expressed wish of the majority. So fast 
is the travel of the mind that doubtless you have preceded me to the thought of 
the constant progress that the professions have made through the ages and the 
high point to which they have at the present time arrived.
We thus come to the suggestion that professions are governed by so-called 
"professional ethics.” I have heard some say that there is no such thing. While 
at times one is almost inclined to agree with this statement, yet we know that 
there is such a thing as professional ethics and group ethics. If it exists at all, 
it is preceded by a development in the persons forming the various groups or 
professions.
This growth is the result of action by the individual after consciously deciding 
on a specific course. The individual chooses between what is right or what is 
wrong, judging by the standards of his community and the ideals of his personal 
living. A man may not be governed by a set of professional rules during his 
working hours, and by a standard of personal conduct entirely at variance with 
them the balance of his time. So, when we desire to encourage high group ethics, 
we immediately create personal ideals.
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Apply the words "personal ethics” as meaning a standard of conduct for 
the individual, and each individual member of every such group is under constant 
obligation to develop, build up and consistently practice, a course of conduct in 
harmony with the objective.
The preamble to the precepts of professional conduct, as adopted by The 
American Society of Certified Public Accountants, is as follows: "A certified 
public accountant should exemplify the spirit of the Golden Rule in all his rela­
tions and observe these precepts of conduct in his professional practice.” Among 
the rules referred to is one, that a member "should not solicit the client o f another 
certified public accountant. This precept may not be construed to deny to any 
member the right to render service to any person, firm, or corporation specifically 
requesting it.”
This practice applies very well to the ordinary clients which most certified 
public accountants have. Municipalities, however, are supposed to be more or 
less open clients; that is, most municipal audits are asked for on a bid basis. 
Here is where a great danger comes in. Because bids are asked, we, as a group, 
are apt to forget that some fellow C.P.A. may have been serving this municipality 
faithfully and efficiently for a number of years. Because bids are asked, we 
seem to forget that every laborer is worthy of his hire, and that no man or 
organization can do honest work for less than cost, and continue to exist. 
Honesty in all relations is as necessary for the maintenance of ideals in personal 
and group activities as breath is to life.
I am urging that the public will itself hold a profession in higher esteem if 
the members of it think highly of themselves. I believe that all professional 
engagements, municipal and private, will be better served if we individual 
accountants are professionally and personally bound—not by our legal liability, 
but rather by our moral responsibility to the public; that we will progress faster 
and further if we will all remember the principles of cooperation in our contacts.
"Live and let live was the call o f the old, when men pulled apart, and when 
there was a cold chill in the heart o f the race. Live and help live is the call of the 
new, the call when all the race is kin and dreams come true.”
Audit Your Books
Editorial from The Bulletin of the Wayne County (Detroit, Michigan) Medical Society
W hile confidence in your secretary may be complete, it is advisable, as a 
business procedure, to have an annual, if  not a semi-annual, audit o f your books. 
This suggestion is made not as a reflection on the honesty of secretaries in gen­
eral, but as a protective measure to those who have neither the time nor the 
willingness to keep their own books. W here fidelity insurance is carried this 
advice must be followed, and in addition certain warranties are insisted upon, 
such as, that the employee be not in default at the time the policy is applied for 
and that the audits be made by a competent auditor, preferably a C. P. A.
During this depression, this advice may seem superfluous, but there will come 
a time soon, we hope, when it will be entirely in order.
May,
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Audit Should Be Assured
(Leading editorial in the W all Street Journal, Tuesday, April 18, 1933)
O NE paragraph in Senator Norris’ Muscle 
Shoals bill cries out for amendment, 
whatever else stands or falls. A part of Sec­
tion 9 reads:
"Once during each fiscal year the Presi­
dent of the United States shall have 
power, and it shall be his duty, upon the 
written request of at least two members 
of the board, to appoint a firm of certified 
public accountants of his own choice and 
selection which shall have free and open 
access to all books, accounts, plants, ware­
houses, offices and all other places, and 
records, belonging to or under the control 
of or used by the corporation [Tennessee 
Valley Authority] in connection with the 
business authorized by this Act, and the 
expenses of such audit so directed by the 
President shall be paid by the board and 
charged as part of the operating expenses 
of the corporation.”
If the books of the Tennessee River Au­
thority are ever to be independently audited, 
why should the making of an audit depend 
upon the President’s desire for it or upon the 
compulsion of a majority of the Authority 
board? Would a majority of any board be 
most likely to request an outside audit of its 
doings when it was most necessary in the 
public interest, or when it was least required ? 
If a President of the United States were re­
luctant to order an audit, could two members
of a three-member board holding office by 
presidential appointment be expected to force 
his hand ?
If we are successful here, as President 
Roosevelt said to Congress, we can repeat our 
triumph elsewhere. But as the Norris bill 
stands we shall not know whether we are suc­
cessful here or just how short of successful we 
may be, unless the President of the day or two- 
thirds of the board members think it is good 
for us to know.
Senator Norris has written his bill to allow 
the Authority to exercise its discretion in re­
spect to how public money shall be spent to 
duplicate existing power facilities in Tennessee 
and Alabama not now used to much more than 
half of their capacity. That is, apparently, a 
part of the experimental order of the day, but 
it is also a compelling reason for an annual 
independent audit of the bookkeeping of our 
experimenters-in-chief. And here is another: 
"All members of the board shall be persons 
who profess a belief in the feasibility and wis­
dom of this Act.” The usefulness of certified 
public accountants, on the other hand, is in 
their loyalty to the facts before their eyes.
The paragraph of Section 9 quoted above is 
indefensible. It holds out a suggestion of in­
dependent auditing intended to be reassuring 
but carefully avoids making it a certainty. Will 
Senator Norris be the first to rewrite the para­
graph as it should be written?
Economic Forces
Mechanical Engineering for April, 1933, 
contained the second report of the Committee 
of the American Engineering Council, ap­
pointed two years ago, to which was assigned 
the commission "the selection and recommen­
dation of such governmental, financial and 
business policies as will maintain in the United 
States a standard of living that is high, broadly 
distributed, and free from severe fluctuations.” 
Its first report was submitted in January of 
1932, and published in the Mechanical En­
gineering for June of that year. The second 
report, referred to above, was submitted in 
January of 1933.
The first report brought over 200 reviews 
and more than fifty suggested remedial plans. 
The first part of the second report is given 
over to an analysis of forty causes of business 
instability classified as primary, contributory, 
incidental or doubtful. The second part, ap­
pearing in the May issue of Mechanical En­
gineering, will be given over to an analysis of 
the theories, principles and methods of a group 
of 23 plans selected from those suggested. 
The committee grouped into seven classes all 
alleged causes which had been cited, which
( Continued on page 288)
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The Administration of Internal 
Revenue Laws*
By Joseph K. M oyer, C.P.A ., Chairman, Special Advisory Committee, 
Bureau of Internal Revenue, Washington, D. C.
R E V E N U E  laws are the creatures of the
 Congress of the United States. The Reve­
nue Act of 1932 is the most recent of the 
revenue laws, and that Act, like the ones pre­
ceding it, invests in the Commissioner of In­
ternal Revenue the responsibility of adminis­
tering it with the approval of the Secretary of 
the Treasury. The Bureau of Internal Revenue 
is, therefore, an agency of the Treasury Depart­
ment of the United States, administering its 
major source of revenue.
This gathering tonight is comprised of mem­
bers of the Washington Chapter, National 
Association of Cost Accountants, associates 
and friends, and I shall attempt to develop 
this brief talk of mine along lines that will be 
most adaptable to the perspective of cost ac­
countants. At the same time I shall refer to 
specific and general matters incident to the 
administration of internal revenue laws.
Internal revenue is obtained from two 
sources, i. e., miscellaneous taxes and income 
taxes.
The administration of the internal revenue 
laws for which the Commissioner is respon­
sible begins with the placement of employees 
and ends with the "closing” of cases, but the 
closing of a case might not be accomplished 
until after a decision has been rendered by the 
Supreme Court of the United States. It is the 
intermediate processes with which we shall 
concern ourselves tonight.
The Bureau has distributed its work so that 
it may be classified as follows:
1. Examination and investigation.
2. Review.
3. Collection.
4. Litigation.
At the end of the fiscal year 1932, there were
11,716 employees in Washington and in the 
field engaged in matters of internal revenue, 
and the Commissioner located in Washington
* Address before Washington Chapter of Na­
tional Association of Cost Accountants.
was administratively responsible for the activi­
ties of each employee. The decentralization of 
the work of the Bureau has worked out very 
satisfactorily, but it has not and cannot remove 
the final action on tax cases from the seat of 
administration.
After a revenue measure becomes a law it 
is necessary to promulgate regulations to pro­
vide for its administration; forms for the pre­
sentation of data must be devised, and the 
human machinery set in motion to administer 
the provisions of the new act. The organiza­
tion is thus continually engaged in the active 
administration of the various revenue acts.
The law specifies who is required to file an 
income tax return, and provides penalties for 
failure to file and/or the filing of a false and 
fraudulent return.
After the filing of tax returns with the 
Collector of Internal Revenue for the district 
in which a person lives or in which the princi­
pal place of business of a corporation is con­
ducted, such returns are examined as to addi­
tions, subtractions and multiplications, and any 
errors noted are adjusted at that time; there­
upon all returns are forwarded to Washington 
and surveyed to determine those deemed to re­
quire further examination. In the main, exami­
nations are conducted by the field forces of the 
Bureau in the various offices of the Revenue 
Agents in Charge, and reports prepared. Tax­
payers are afforded opportunity to present facts 
and reasons why the Revenue Agent’s report 
should not be accepted as rendered, and 
conferences are afforded in the field office. 
Agreements to the conclusions reached as 
a result of such examination and conference 
are filed in some cases while in others taxpayers 
indicate their disagreement. The results of the 
action of the field force are indicated in a re­
port forwarded to Washington, and further 
examination made of the case in the Income 
Tax Unit. Such examination may result in 
agreement or disagreement with the field office 
action, and may result in resubmission of the
May,
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matter to the field office. If the proposed action 
of the Income Tax Unit is in disagreement with 
the taxpayer’s position, a preliminary letter is 
mailed to the taxpayer and a conference is ar­
ranged or protest filed in writing without the 
arrangement of a conference. The considera­
tion of the matter at this stage may result in 
agreement being reached between the taxpayer 
and the Unit, thus disposing of the case, but 
in the case of disagreement it may result in 
further conferences with the Unit or the mail­
ing of a statutory deficiency notice. Upon the 
mailing of a statutory notice the taxpayer under 
the law may proceed in one of two ways:
1. To file a petition for appeal with the 
United States Board of Tax Appeals 
within sixty days from the date of mail­
ing of the deficiency notice, or
2. Payment of the tax and the filing of a 
claim for refund.
These actions are provided for in the Statute, 
and the Statute defines the period within which 
such action may be taken.
After the filing of a petition for appeal with 
the United States Board of Tax Appeals, tax­
payers are privileged to request consideration 
of the case by the Special Advisory Committee 
with a view to the settlement thereof without 
prosecution before the Board. Such considera­
tion by the Committee may result in a settle­
ment being reached or may result in a recom­
mendation that the case be defended when set 
for hearing by the Board. Of course, it must 
be realized that the various stages of considera­
tion consume considerable time occasioned by 
the requests of taxpayers for review of the 
matters and opportunity to present data and 
arguments regarding their position. Up to the 
date that a case is heard by the Board of Tax 
Appeals, all of the foregoing details are within 
the realm of administering the revenue laws. 
From the moment that a case is filed with the 
Board of Tax Appeals the case is in a status 
of litigation.
These successive steps provided by the Bu­
reau in the consideration of a tax case seem to 
afford ample opportunity for a taxpayer or his 
representative to present the taxpayer’s side of 
the case, and for the Bureau to arrive at a seem­
ingly correct conclusion based on the facts and 
the application of the law, rulings and decisions 
to such facts.
After decision by the United States Board 
of Tax Appeals, taxpayers and the Bureau are
afforded the right under the Statute to further 
contest the matter before a United States Cir­
cuit Court of Appeals, and such action on be­
half of either party must be taken within a 
period of three months after the decision of 
the Board has become final. Even after a de­
cision by a Circuit Court of Appeals, both the 
taxpayer and the Government may request a 
writ of certiorari by the Supreme Court of the 
United States.
If, instead of filing a petition with the Board 
the taxpayer chooses to pay the deficiency tax 
proposed by the Bureau, the law provides that 
a claim for refund may be filed within the 
statutory period for the amount of the tax 
alleged to have been erroneously assessed and 
collected, and if such claim is rejected in whole 
or in part, the taxpayer may bring suit in a 
United States District Court or the Court of 
Claims.
The Treasury Department believes that Fed­
eral taxation should be a matter of adminis­
tration rather than one of litigation, but there 
are, and will be, cases involving contested 
points that will be litigated before the Board 
of Tax Appeals and the courts. It is the policy 
of the Bureau to keep such litigation to a 
minimum.
The foregoing resume may not describe the 
operations of the Bureau as clearly as a refer­
ence to statistics would, and since cost ac­
counting is that specialized application of the 
principles of accounting that results in the 
collection of the data used to determine the 
cost of production, I shall present to you the 
picture in another way by the use of figures.
The number of returns examined and dis­
posed of by the Income Tax Unit during the 
fiscal year 1932, was 2,466,435, of which 1,- 
947,411 were filed by individuals and partner­
ships, and 519,024 by corporations, distributed 
over the years 1917 to 1932, inclusive.
47,499 formal claims were acted upon and 
disposed of by the Bureau, of which approxi­
mately two-thirds were allowed in full or in 
part, and 52,379 certificates of over-assessment 
issued for which no claim had been filed.
This is exclusive of the activities of the 
Miscellaneous Tax Unit which handles estate 
tax cases and miscellaneous tax cases.
The office of the General Counsel for the 
Bureau, exclusive of the Appeals Division, con­
sidered to a conclusion and disposed of approx­
imately 9,760 cases during the year, while the
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Appeals Division handled 8,382 cases before 
the Board of Tax Appeals and approximately 
1,060 cases in the Circuit Courts of Appeal. 
Of those handled before the Board of Tax 
Appeals, only 1,143 were by decision on the 
merits, while the balance were disposed of as 
a result of dismissal, consolidation or settle­
ment, and of those settled the Special Advisory 
Committee was the agency that primarily af­
fected the basis of settlement in most instances. 
That leads us to a consideration of the work 
of the Special Advisory Committee for that 
same period of time of which I could say 
much but to which I shall refer briefly.
For the fiscal year ended June 30, 1932, the 
Committee considered to a conclusion 7,931 
cases and in addition examined 2,464 cases on 
which no action was taken either because the 
cases were not properly before it on jurisdic­
tional grounds or were not ready for considera­
tion by the Committee. The Committee recom­
mended settlement in 55.1%  of the cases con­
sidered to a conclusion. This represents its ac­
tivities for one fiscal year. Since the creation 
of the Committee up to June 30, 1932, it con­
sidered 28,406  separate docket numbers filed 
with the Board of Tax Appeals, and 7,068 
other cases, of which it recommended 58.6%  
of the appeal cases for settlement, and 82.5%  
of the other cases. This record far exceeds any 
expectations the Bureau may have had at the 
time the Committee was created.
The Bureau was represented in 8,382 cases 
before the Board of Tax Appeals during the 
fiscal year on which action was taken by the 
Board as follows:
By dismissal, consolidation, etc., 1,532
By decision on m erits...............  1,143
By agreed settlement.................  5,707
As a result of the activities of the Bureau for 
the year, $1,557,729,042.64 of internal revenue 
was collected. Additional revenue made avail­
able for collection over that same period of 
time was $218,521,218.58 which includes 
$32,364,500.22 as a result of agreements se­
cured by the field forces of the Bureau, and 
$186,156,718.36 as a result of activities of the 
forces in Washington.
The amount of taxes refunded for the year 
amounted to $54,386,193.50.
It will be noted that the administration of 
the revenue laws involves not only the deter­
mination of the correctness of returns as filed, 
the collection of additional taxes, but also the
refunding and crediting of taxes erroneously 
paid.
These varied activities of the Bureau cost, in 
amounts expended and obligated in adminis­
tering the internal revenue laws, $33,870,- 
930.62.
The Special Advisory Committee finds that 
tax returns are subject to change as a result of 
the following:
(a) Adjustment of mathematical errors.
(b) Submission of evidence.
(c) Determination of facts.
(d) Application of law and regulations.
(e) Application of subsequent rulings 
and decisions.
An ideal situation would be the filing of re­
turns on which no adjustments could be made, 
but such a situation will never arise. Returns 
that will be filed under the Revenue Act of 
1932, those with which the taxpayers of the 
country are concerned at the moment, may be 
different in this respect but each taxpayer and 
adviser is cautioned to familiarize himself with 
the instructions on the return as well as with 
the law and regulations. Here are some "dont’s” 
suggested by the Bureau :
1. Don’t prepare a return without first study­
ing the instructions on the form.
2. Don’t procrastinate. Early assembling of 
data permits a careful consideration of tax 
problems.
3. Don’t destroy the memoranda from which 
your return was prepared.
4. Don’t omit explanations when such infor­
mation is essential to an intelligent audit. 
Attach memoranda to your return and 
retain a copy.
Time will not permit to refer to all changes 
that are found in the 1932 Act. I shall refer 
to only one, and that is the limitation provided 
in the Statute on stock losses. Certain new pro­
visions are contained in the Revenue Act of 
1932 under this heading limiting the deduc­
tion for losses sustained on the sale or exchange 
of stocks and bonds which are not capital 
assets— that is, which have not been held for 
a period of more than two years. In accordance 
with the limitation, such losses may be de­
ducted only against gains from similar trans­
actions for the year, although the amount of 
the excess of such loss disallowed as a deduc­
tion for the year 1932 may be carried forward 
and taken as a deduction against gains from 
(Continued on page 272)
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Court Testimony of Accountants*
By Le o p o l d  Fr a n k e l , C.P.A., Paterson, N. J.
"The truth is rarely pure and never simple.”
D OCUMENTARY evidence exists that the 
accountant, more than a century ago, was 
giving expert testimony. In 1824, a young 
accountant commenced business in Glasgow, 
Scotland, and issued a circular, detailing the 
various classes of work which he was prepared 
to undertake. These included "the making up 
of Statements, Reports and Memorials on Ac­
count Books, on disputed Accounts, and 
Claims for the purpose of laying before Arbi­
trators, Courts or Counsel.”
The growth and complexity of the economic 
unit, and of governmental taxation, control, 
and regulation of industry have brought the 
professional accountant into court to such an 
extent that our young accountant of 1824, 
however castle-building he may have been, 
could not have foreseen it. This development 
bespeaks confidence in the integrity and ability 
of the accountant.
The steps leading to the accountant’s "day 
in court,” figuratively speaking, may conveni­
ently be divided as follows:
1. The employment.
2. The preparation.
3. The testimony itself.
1. T h e  E m p l o y m e n t
In practice, the attorney or solicitor or 
proctor for one side or the other will com­
municate with the accountant asking h im 
whether or not he feels free to give testimony 
in a certain matter. His answer should be a 
conditional "yes.” I say conditional, because 
after investigation it may develop that the 
accountant cannot conscientiously undertake 
the work. You must make sure you can hon­
estly support your side, otherwise you may 
be made to look ridiculous, if the other side 
knows its business. If the accountant becomes 
the court appointee, the court will direct him 
to investigate and report his findings of the 
matters and things particularly set out in the 
order appointing him.
*Paper read before the Conference on Tech­
nical Studies of the Society of Certified Public 
Accountants of the State of New Jersey, Feb­
ruary 27, 1933.
2. T h e  P r e p a r a t io n
Next comes the preparation. You should 
have a thorough knowledge and mastery of 
the facts gathered by you or your assistants; 
so that, if need be, you can lay your finger on 
the source of the information. Weakness in 
one department brought out on cross-examina­
tion will weaken the whole case.
Recognize your opponent’s strength. Put 
yourself in his place and figure out the prob­
abilities. Having done that, your side is in a 
position to attack by your replies to the ex­
amination in chief, and similarly, to defend 
on cross-examination.
3. T h e  T e s t im o n y  It se l f
The testimony itself! How shall it be 
given? It would be well to bear these few 
things in mind.
(a) Without undue elaboration, give the 
court all, not a part of your findings.
(b) If you maintain an attitude of impar­
tiality, your testimony will be given greater 
weight than otherwise.
(c) If there is anything damaging to your 
side of the case, admit it. Don’t wait until it 
is brought out on cross-examination.
(d )  If a question requires a "Yes” or "No” 
answer, answer "Yes” or "No.” Don’t tax 
the patience of the court with a speech and 
then answer "Yes” or "No.”
(e) Don’t employ debit or credit; or use 
technical accounting terms. Use the narrative 
statement form wherever possible. Remember 
the statement you so glibly read, and which 
you slept on for weeks, perhaps months, is 
being heard by your auditors for the first time.
(f ) Don’t try to belittle cross-examining 
counsel. There are three sides to every case 
that gets into court: your side; the other side, 
and the right side.
The testimony itself which a professional 
accountant may be called upon to give de­
pends again upon:
1. The capacity in which he acts.
2. The particular type of employment.
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T h e  Ca pa c it y  i n  W h ic h  H e A cts
The accountant may be called upon to tes­
tify to facts, as an expert, and report findings 
to the court, which is a specialized form of 
testimony. If the question is one merely, what 
do the books and records disclose, he may 
after examination made, testify to what he has 
seen in the said books and records; whether 
entries have been made or not; whether they 
have been properly made; whether the method 
employed in accounting reflects the condition 
of the business or the earnings for a given 
period. Moreover, he is frequently called 
upon to give pure opinion evidence, expert 
evidence—when he must qualify like all ex­
perts. What is the value of a given asset or 
security upon sale, consolidation, merger or 
reorganization; what have the directors done 
during their stewardship; what of their hon­
esty; what will result from this policy; from 
that policy; what are reasonable charges for 
the work done by a fellow practitioner? Hy­
pothetic questions may be asked him with this 
exception: it must be based upon all the evi­
dence thus far adduced, otherwise it would 
be misleading to the court and jury. All this 
comes under opinion evidence, which only an 
expert or one first qualified, can give.
2. T h e  Pa r t ic u l a r  T y p e  o f  E m p l o y m e n t
Sometimes the accountant is engaged on the 
criminal side of the law courts, as where there 
has been a defalcation arising from omission 
or falsification of entries in the books of ac­
counts ; or the uttering of false Balance Sheets 
and P. & L. Statements, with a view to creat­
ing a financial condition different than the 
actual; or where there has been misappropria­
tion of cash or securities by officers, agents or 
servants of the business.
However, by far, the greater number of en­
gagements come from civil litigation. There 
is accounting pursuant to arbitration agree­
ments; accounting to determine share on dis­
solution of partnership, whether because of 
dispute or death of partner; valuations and 
operating results; royalties to patentees or 
lessors of property; profits in infringement 
suits; profits under bonus or profit-sharing 
plan; partition suits between divorced hus­
band and wife; dissolution of corporation; 
estate accounting for the interest of life ten­
ant and remainderman; for officers of the 
court, e.g., receivers.
It is not the purpose of this paper to indi­
cate the accounting procedure involved in 
preparation for testimony in any of the fore­
going engagements. But the method of ap­
proach in a few typical instances will show 
how the accountant ought to go about his 
work.
CASE I
A corporation has been declared insolvent 
under the New Jersey Corporation Act. After 
order entered in the Court of Chancery, ap­
pointing you accountant, the receiver tells you 
that he thinks the chattel mortgage given on 
the plant and machinery and fixtures is in­
valid. He asks you to ascertain and inform 
him of all the matters and things growing 
out of this transaction. What should you do?
1. Get in touch with the solicitor for the 
receiver and ask him to let you have a copy 
of the chattel mortgage act. Make a note of 
that part dealing with consideration.
2. Have an abstract made of the chattel 
mortgage on record, particularly noting the 
wording of the affidavit of consideration by 
the mortgagee.
3. Examine the minute book and other 
books and records to determine whether the 
consideration of the chattel mortgage was 
actually received by the insolvent company.
You find that the consideration as set out 
in the chattel mortgage was actually received 
and deposited on the date set out in the mort­
gage, but that on the same day, a check drawn 
to the order of cash in the amount of $500 
was paid out of the company’s bank account 
and in the books of account charged to officers’ 
salary. No such large amount ever appeared 
in the salary account of an officer before. 
Your conclusion is that the amount paid out 
—$500—represented a bonus given at the 
time of making the mortgage. You so report 
to the receiver.
CASE II
A corporation has been adjudicated a bank­
rupt. Trustee in bankruptcy elected. Examina­
tion of officers of the bankrupt discloses large 
payments made to one creditor within four 
months of bankruptcy; and further that the 
sheriff of New York County has made a levy 
and taken possession under a judgment ob­
tained in the New York State courts, not quite 
four months ago. Trustee tells you he believes 
these are preferences.
1933 THE CERTIFIED PUBLIC ACCOUNTANT 265
St e ps
1. Get in touch with the attorney for the 
trustee and examine the provision of the Bank­
ruptcy Act dealing with preferences in the 
four-month period.
2. You read the clause a few times, and it 
doesn’t appear fair and just, so you put a ques­
tion to the attorney: "Suppose payment were 
made in the ordinary course of business, and 
the judgment obtained when corporation was 
solvent, would that be a preference?
3. The attorney looks into the application 
of the four-month clause and discovers a case 
which holds that the preference which a credi­
tor receives must be actual and not technical; 
that the creditor must know that he is getting 
and the bankrupt must intend to give, a prefer­
ence. Another case holds that the lien of judg­
ment is null and void if obtained in the four- 
month period, only if at the time it was ob­
tained, the corporation was in fact insolvent.
4. The questions then for the accountant to 
determine from the books and records are:
(a) What was the precise moment of time 
within the four-month period when the bank­
rupt became insolvent ?
(b) What evidence, if any, exists in the 
records to show knowledge by the creditor?
You find that a condition of insolvency did 
not develop until three months prior to bank­
ruptcy, but that the creditor in question was 
swapping checks (which passed through the 
exchange account) with the bankrupt in order 
to enable the latter to meet its payroll and 
other maturing obligations.
5. Again, you report your findings to the 
receiver.
CASE III
A bonus and subscription plan has been 
ratified by a majority of the stockholders. 
Under it, the officers and directors have pur­
chased large blocks of stock at absurdly low 
figures, and given themselves bonuses based 
upon profits unearned. A minority common 
stockholder feels aggrieved and sues the di­
rectors and officers of the corporation, joining 
the corporation, for an accounting and for the 
return of the advantage which the former have 
taken to themselves. You are engaged to as­
certain what the officers and directors should 
return in the event of adverse decision against 
them, and to testify thereto.
St e p s :
1. Get in touch with the attorneys and ob­
tain a copy of the bonus and subscription 
plan. If possible, get the briefed law on the 
case.
2. Determine the book and market value of 
the securities on the date when subscribed, 
the profits for ten years last past, the trend, 
the management, its policies, contacts, location 
and nature of business.
3. Determine the profits for the years in 
question.
4. Report findings to attorneys. Go over 
the facts and figures with them, and the order 
of the testimony in chief.
5. Arrange your working papers to conform 
with counsel’s idea of the order of putting in 
testimony.
In conclusion, remember when testifying in 
or reporting to the court, that truth is after 
all a relative thing. It very often becomes a 
mere matter of opinion where truth ends and 
falsehood begins. For most of your acts you 
will be tried in the tribunal of your own 
conscience.
Stockholders
The National Investment Transcript for 
April 13, contains a column article entitled 
"The Little Doctor and Fox,” in which is 
recorded the fact, so stated at least, that in 
addition to the officials of the company only 
one lone stockholder, a doctor, was present at 
any one of the fourteen annual meetings of 
the Fox Films Corporation. The write-up 
very interestingly tells the story of his annual 
attendance on these meetings. Mr. Fox is 
quoted as saying: "The number of shares he 
had was very small but he would go through 
all the formalities proper to a stockholder. 
We usually had the proxies of the other 
shares; they would be given to one of the 
officials of the company, and this little doctor 
would be one of the tellers. He would count 
the votes and he would count the proxies plus 
his vote.”
By 1929 the number of shareholders had 
passed 7,500 but still the only stockholder 
present outside the officials was the doctor.
This perhaps represents an unusually small 
percentage of shareholder attendance upon 
annual meetings, however, a five per cent of 
stockholder attendance is a rarity.
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The Function of the Accountant-Lawyer
By M e n a h e m  Stim , C.P.A., and M em ber o f  the N ew  Y ork  Bar
C O M E years ago, when a number of account­
ants began to prepare themselves for the 
profession of the law, a serious question arose 
among the members of both professions 
whether a combination of accountant and 
lawyer in one person would result in the bet­
terment of the professions. While it was 
recognized that insofar as certain phases of 
both professions are concerned, there is a 
relationship between law and accountancy, fear 
was expressed that it may not work out for 
the benefit of either profession to have an 
accountant also practice as a lawyer. The 
members of the legal profession at first did 
not pay much attention to the situation arising 
out of accountants studying the law. When, 
however, a considerable number of account­
ants were admitted to the Bar of various states, 
a distinct unfriendly feeling was manifested 
among the members of the legal profession 
to the apparent increasing tendency on the 
part of accountants to study and prepare them­
selves for the law. Some members of the legal 
profession looked upon this tendency as an 
encroachment on the part of accountants on 
an already crowded profession. Others feared 
that the accountant-lawyer would actively be­
come a serious contender for that part of the 
law profession in which a man having ac­
counting training would naturally excel.
The accountant-lawyer himself at first did 
not exactly know what particular function he 
was to fulfill. Should he continue to practice 
as an accountant or should he devote himself 
to the practice of the law? It is remarkable, 
however, to note that in recent years the ac­
countant-lawyer is beginning to occupy a dis­
tinct position in the commercial community. 
It can be stated from the experience of a num­
ber of the more prominent accountant-lawyers 
that they are accountants first and in very few 
instances have they given up the practice of 
accountancy and devoted their time exclusively 
to the profession of law. Most of them, how­
ever, continued to practice accountancy and 
also performed the usual necessary legal serv­
ices that their accounting clients required.
The accountant-lawyer is beginning, how­
ever, to perform a distinct service in the com­
mercial community because of his training in
both accounting as well as in the law. In order 
to understand this particular service that the 
accountant-lawyer performs, a knowledge of 
the development of the testimony of experts 
in commercial cases both civil as well as crimi­
nal must be had. There is hardly a commercial 
litigation today where the services of the ac­
countant expert are not required. The account­
ant is called upon to testify by the United 
States Government as an expert in commercial 
fraud cases involving violation of the bank­
ruptcy and mail-fraud statutes. Insofar as 
State and city criminal commercial litigation 
is concerned, it is of interest to note that the 
importance of this type of litigation resulted 
in the creation of a separate commercial fraud 
part in both the Magistrates’ as well as Special 
Sessions Court in the Courts of New York 
County. These special parts meet one week 
each month and devote their entire time to 
commercial fraud cases. Most of these cases 
arise out of what is alleged to be false finan­
cial statements to obtain credit. Hardly any 
one of these cases is disposed of without the 
testimony of an expert accountant as to the 
constituent items of the financial statement so 
challenged. It is a matter of fact, that can 
easily be verified by merely attending these 
commercial fraud trials, that without the tes­
timony of the expert accountant no successful 
prosecution could ever be had in matters of 
this type.
In addition to criminal cases, the testimony 
of the expert accountant is necessary in civil 
commercial litigations. The most frequent are 
suits for accounting and suits involving actions 
for negligence against corporate directors.
The testimony of an accountant-lawyer in 
litigations above described is more helpful in 
most instances than the testimony of an expert 
who has no training in the profession of the 
law.  It is not only the testimony alone but the 
preparation of a case of that type which re­
quires the services of an expert trained in the 
law. The rules of evidence are very rigid, and 
nothing but evidence admissible in accordance 
with such rules is of any value in examinations 
and testimony dealing with the above de­
scribed matters. What may appear and prob­
ably are absolute facts as unearthed by an
May,
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examination of books and records, facts im­
portant enough if admissible in evidence to 
determine the particular issue involved, yet 
such facts cannot be presented as testimony 
and evidence in a court of law unless that 
evidence meets with the rules governing such 
admission. To illustrate: In a certain litigation 
against directors of a security corporation 
recently tried in the Supreme Court of New 
York County, it was necessary to introduce 
into evidence the fact that a large sum of 
money paid by some of the officers of the 
corporation for the acquisition of certain stock 
was not the true value of that stock, and was 
in the nature of a favoritism shown by certain 
officers to a certain party. The alleged ex­
orbitant price paid by the defendant corpora­
tion was shown by the testimony of an expert 
accountant as evidenced by entries in the books 
of the defendant corporation. This testimony 
was clearly admissible because these books and 
any facts derived from the books of the de­
fendant corporation are competent evidence. 
But in order to show the actual value of these 
securities, the plaintiffs tried to introduce into 
evidence schedules prepared by the seller (not 
a defendant) in which schedules the actual 
value was shown. This evidence was not ad­
mitted because of the fact that the schedules 
themselves not being the records of any of 
the defendants, were not binding upon the 
defendants and were not admissable. The ad­
mission of this important bit of evidence hav­
ing a great bearing on the outcome of the 
issue was prevented not because of any ques­
tion as to the actual truth of the facts as re­
corded in these not-admitted records, but re­
cause the rules of evidence prohibited the 
admission of such evidence. This is a clear 
illustration of the difference between facts as 
understood by the average layman and facts 
as admissible by the rules of evidence.
The services of an accountant-lawyer in 
matters of the type described are almost indis­
pensable. While in the ordinary examination 
and audit the average accountant needs no 
specific training in the law, in an examination 
of the type described, a knowledge of the 
law and especially of the rules of evidence is 
necessary in order to be of value in the ulti­
mate outcome of the particular case. The at­
torneys in charge of matters of this type, hav­
ing learned from experience, are constantly 
calling for the services of accountant-lawyers, 
as they know that the accountant-lawyer will
prepare his examination along lines that will 
not conflict with the rules of evidence.
The time is not far distant when the ac­
countant-lawyer will be recognized in matters 
involving scientific study of equitable tax 
legislation. The training in accounting in­
volving economic problems, coupled with the 
knowledge of legal rules as applied to such 
problems, marks the accountant-lawyer as best 
qualified to assist in the drafting of legislation 
concerning taxation.
The accountant-lawyer will probably play 
an important part in the future administration 
of bankrupt estates, if and when the adminis­
tration of such estates is placed in charge of 
official receivers in line with the more scientific 
English methods. The accountant-lawyer will 
be the ideal administrator of such estates, both 
because of his training as an accountant as well 
as lawyer.
The accountant-lawyer is no longer an 
enigma, and can truly be said to have found 
himself. His services are of a distinct nature. 
He does not compete with the lawyer but 
rather cooperates with and complements the 
work of the lawyer; nor does the accountant- 
lawyer in any way compete with the account­
ant who is not a lawyer, but rather supple­
ments his services, performing services where 
a training in the law is absolutely necessary. 
The accountant-lawyer came into being because 
of the necessity created by the problems of 
modern commerce, and is here to stay.
Engineering Week
The week of June 25 has been designated 
Engineering Week at the Century of Progress, 
Chicago World’s Fair.
On Wednesday, June 28, the sixteen na­
tional engineering societies holding conven­
tions in Chicago that week forego their sepa­
rate meetings to participate in one big general 
program at the Fair grounds.
The Society of Industrial Engineers in their 
convention will pay special attention to the 
problems centering around Education, dis­
cussing "The Professional Engineer’s Attitude 
Toward the Curriculum and Graduate in In­
dustrial Engineering.” In addition to their 
regular membership they expect representatives 
from more than thirty universities to be pres­
ent and take part in the discussion. Save for 
the joint meeting, all its sessions will be held 
at the Hotel Stevens, Chicago.
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An Analysis of Working Capital Position
B y  D a n ie l  B o r t h , Ph.D .,
Instructor, College of Business Administration, Lehigh University,
and
A r t h u r  H. W in a k o r , C.P.A.,
Statistician, Bureau of Business Research, University of Illinois
A N important, if not the most important, 
aspect of the modern balance-sheet audit 
is concerned with the evaluation of the com­
ponents of working capital— the current assets, 
the current liabilities, and the residual between 
them— the net working capital. The auditor’s 
functions include not only the process of 
evaluation but also the decision as to inclusion 
and exclusion of particular items as current 
assets and current liabilities. Selection, evalua­
tion, and classification are among his many 
duties. The amounts of the current assets and 
current liabilities are dependent upon his 
reasoning. But more than this, the modern 
auditor is being called upon, to an increasing 
extent to take these selected, evaluated and 
classified facts, and to interpret them in terms 
of amounts and relationships. Thus as the 
relationships are dependent upon the amounts, 
so the amounts are conditioned upon the 
auditors’ definitions.
The whole problem of balance-sheet stand­
ardization and classification, and the question 
of whether certain items shall be included at 
all, revolves about the definitions of "current 
assets” and "current liabilities.” Briefly stated, 
current assets may be defined as cash or other 
items which will be converted into cash in the 
course of normal operations within one year 
from the date of the balance sheet. Current 
liabilities, on the other hand, are those liabili­
ties which must be paid in cash, in the course 
of normal operations, within one year.
"Cash,” "Receivables” and "Inventories” 
are almost unquestionably classified as "cur­
rent,” as are also "Accounts Payable” and 
"Notes Payable” (of less than one year ma­
turity) . Accrued assets and liabilities have 
come to be included without much question. 
The propriety of classifying certain "deferred” 
items as "current” is open, however, to much 
question among accountants. The inclusion of 
certain deferred items has not yet obtained the 
unequivocal approval of accounting practice.
With the advance in accounting thought
and in view of the seemingly definite (yet 
really indefinite) terminology, the "current” 
aspects or portions of what were once regarded 
as "non-current” assets and liabilities, or else 
were ignored, have come to be recognized 
both in thought and practice.
By this method of reasoning, "Marketable 
Securities” are commonly classified as current 
assets. Some contend that "deferred assets” 
which will conserve cash in the coming year 
and aid in the maintenance of the working 
capital may properly be classified as "current.” 
Accounting practice has come to recognize 
that portion of a serial bond or note issue 
maturing within one year from the date of the 
balance sheet as a "current liability,” while it 
classifies the remainder of the issue as a "fixed 
liability.” Liabilities on purchase commit­
ments have been placed in the balance sheet 
or in a footnote so that the current position 
may not be overstated or lack conservatism.
A desire to present the proper and full 
picture of the current position has led the ac­
countant to weigh the "current” aspects of 
items on the balance sheet which were for­
merly not viewed, either by tradition or cus­
tom, as bearing on the working capital position.
After the procedure of selection and classi­
fication, the presentation of these accounting 
results in a simple, concise manner is vital to 
their interpretation by auditor and client. The 
amount of the current assets, the amount of 
the current liabilities, and the excess of one 
over the other usually compose the "Statement 
of Working Capital.” Facts concerning 
"amounts”— necessary and valuable as they are 
— are made more valuable by statements of 
relationships involving the components of 
working capital. "Relatives”— that is, ratios—  
tend to set the "amounts” in their proper back­
ground for purposes of comparison and testing  
for normality and for disproportion.
Whereas the Current Ratio was once em­
phasized as the major criterion in the analysis 
of the current position, its independent value
May,
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has now long been doubted. To base con­
clusions regarding the trend of the current 
position of the same company from year to 
year or that of different companies in the same 
or different years upon the Current Ratio alone 
is questionable practice. To interpret and to 
supplement the Current Ratio, the accountant, 
the financier, and the intelligent investor have 
made use of other relationships or ratios to 
temper their judgments. Such ratios as "Re­
ceivables to Inventory,” "Cash to Current 
Liabilities,” "Sales to Receivables,” "Cash and 
Receivables to Current Liabilities,” "Sales to 
Inventory,” "Working Capital to Total As­
sets,” "Working Capital to Fixed Assets,” 
"Cash to Current Assets,” "Receivables to Cur­
rent Assets,” and "Inventories to Current As­
sets”—all are valuable supplements to the 
Current Ratio and as considerations in its 
interpretation.
The importance of the statement and analy­
sis of working capital as a part of the auditor’s 
report and the undeniable weight given it in 
business practice justify any attempts to seek 
new or more precise avenues of approach to 
its interpretation. The significance accorded 
the working capital position in accounting and 
in financial analysis provides a valid excuse 
for any re-examination of the fundamental 
concept of working capital which may lead to 
its ultimate refinement. These questions may 
well be asked: What is Working Capital? 
Why have certain items been included and 
others excluded? Have all the "proper” items 
been included and all the "improper” items 
been excluded? Is a complete and accurate 
analysis and interpretation of working capital 
obtained from the procedure followed in 
present-day accounting practice?
Without undertaking to analyze in a de­
tailed manner the existing accepted concepts 
of working capital, or to formulate a new con­
cept, the following paragraphs show some of 
the illogical practices which exist at present. 
Without going so far as to state that the 
present concept of working capital is inaccu­
rate, these paragraphs raise questions as to 
whether it is fully logical and consistent, and 
as to whether some modifications, at least in 
its analysis and interpretation, may be desir­
able.
The following hypothetical balance sheet is 
used as a simple illustration. To avoid com­
plications, only a few factors are introduced. 
Emphasis is given to the current liabilities.
A m a lg a m a t e d  S t e e l  C o m p a n y  
J a n u a r y  1, 1932
Assets:
C ash ............................................... $ 75,000
Accounts Receivable...................  225,000
Inventories ...................................  450,000
Marketable Securities ...............  50,000
Fixed Assets ...............................  1,400,000
Deferred Charges.......................  50,000
$2,250,000
Liabilities:
Accounts P ayable....................... $ 300,000
Accrued Interest on Bonds.......  4,000
Serial Bonds Payable—
6% Interest due June 1
and December 1 .................  800,000
Common Stock ...........................  1,000,000
Surplus..........................................  146,000
$2,250,000
The balance sheet of the Amalgamated Steel 
Company, as given above, presents current 
assets of $800,000 and current liabilities of 
$304,000. It is to be noted that, in conformity 
with accepted accounting practice, "Accrued 
Interest” of $4,000 has been set upon the 
books as representing the interest on the Serial 
Bond Issue from December 1, 1932, to De­
cember 31, 1932. The failure to "set up” the 
accrual would have understated the expenses 
resulting in overstatement of profits for 1932 
and understated the current liabilities at De­
cember 31, 1932.
"Current liabilities” thus apparently repre­
sent all demands for payment of cash by the 
corporation within one year from the date of 
the balance sheet which are foreseen at that 
date on obligations already incurred. Ordinary 
accounting policies recognize that bonds or 
notes maturing within one year should be 
classified as current. Yet, what disposition or 
consideration has been given to the $44,000 
in bond interest that must be paid on June 
1 and December 1, but which is not accrued 
at December 31, 1932, and thus not recorded 
in the books or appearing on the balance 
sheet? It is possible that its payment is even 
more important to the best interests of the 
corporation than the payment of many of the 
"Accounts Payable” included among current 
liabilities. Perhaps the interest is due before 
some of those "Accounts Payable.” Certainly 
the concurrent maturity of both accounts pay­
able and interest payable would usually mean 
the deferment of the payment of those "ac­
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counts” and preference in the payment of in­
terest. By what reasoning process should the 
bonds maturing within the year be classified 
as "current,” yet the interest thereon, which 
has not yet accrued but which will be paid 
before or as soon as the principal, be over­
looked or apparently disregarded? Both in­
terest and principal payments must be met on 
the same date. Is the failure to pay interest 
any less important to the corporation than the 
failure to pay principal when the former act 
would ordinarily precipitate the maturity of 
the entire debt? Suppose the principal would 
mature on December 1, 1932, whereas the 
interest payments were to be semi-annual— 
June 1 and December 1. Accounting practice 
would classify the principal as a "current 
liability” at December 31 of the previous year, 
yet interest which must be paid at June 1—six 
months previous to the cash demands for 
principal payments is overlooked except for 
the accrued portion at December 31, 1932.
It is to be pointed out that the demands on 
the cash for the portion of interest accrued at 
December 31, 1932, are no more urgent than 
those for the period January 1 to June 1— 
since the $24,000 semi-annual interest pay­
ment at June 1 includes $4,000 accrued and 
$20,000 applicable to the first five months of 
1933—all of which is to be paid simultane­
ously at June 1.
Perhaps the reader feels the suggestion 
which has been made is too broad. At first 
thought it would appear that if this suggestion 
is carried to its logical conclusion, it would 
be necessary to make similar provision for all 
contemplated purchases on account, during 
the year from the date of the balance sheet. 
But it is to be emphasized that the purchase 
of goods on account has no effect upon the 
amount of the net working capital. That is, 
the purchases increase the current liabilities, 
yet at the same time increase the inventories 
by the same amount.* An entirely different 
situation underlies that of bond interest. Here, 
the payment is a "one-way” transaction with 
no contra addition to current asset values; 
instead there is a decrease in the working 
capital to the full extent of the payment. In 
fact, the potency of the arguments demanding 
adequate consideration of liability for bond 
interest is based upon the significant difference
*Not, of course, implying that the current ratio 
will not be diminished, or other ratios affected.
in the two basic situations.
Though it is not to be implied that the bond 
interest which must be paid within the com­
ing year, in excess of the accrual at December 
31, 1932, should appear upon the balance 
sheet, showing the effect of such changes in 
the above balance sheet might be helpful to 
an explanation as well as lend emphasis to 
its possible significance. Previous to the con­
sideration of "unrecognized” interest, the 
working capital would be $496,000 (current 
assets of $800,000 — current liabilities of 
$304,000) ; whereas after attention is given 
to the bond interest, the working capital would 
decline to $452,000 ($800,000-$348,000). 
The effect upon the current ratio is significant 
in that it would fall from 2.63 to 2.29 in 
cognizance of this item. Here again, it must 
be emphasized that this illustration is but ex­
planatory and does not imply this disposition 
or provision for the bond interest here in 
question.
As has already been indicated, there are 
several other items in the financial statements 
which have aspects similar in nature to those 
of the accrued and unaccrued interest given 
in the above illustration. A somewhat more 
realistic situation is portrayed by modifying 
the balance sheet of the Amalgamated Steel 
Company already presented.* The balance 
sheet below shows these changes. It has been 
assumed that the marketable securities are all 
bonds, bearing interest at six per cent payable 
June 1 and December 1. This introduces the
A m a l g a m a t e d  St e e l  C o m p a n y
J a n u a r y  1, 1932  
Current Assets—
C ash................................ ...........$ 75,000
Accounts Receivable...............  225,000
Inventories ...............................  450,000
Accrued interest.......................  250
Marketable Securities ...........  50,000
(Bonds—6%  average rate)
Interest dates June 1st 
and December 1st.
Fixed Assets ...............................  1,400,000
Deferred Charges .......................  50,000
$2,250,250
*Even here, however, it has been deemed in­
advisable to introduce too many factors. In addi­
tion to the items to be discussed, the writers wish 
to point out that the same criticisms and sugges­
tions apply to interest on either notes receivable or 
payable, and all similar obligations bearing interest.
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Current Liabilities—
Accounts Payable................... $ 300,000
Accrued Interest on Bonds.... 4,000 
Serial Bonds Payable 6%
December 1, 1932 ...............  100,000
Serial Bonds Payable 6%
Interest due June 1, and
December 1, $100,000 payable 
each year beginning Decem­
ber 1, 1932 .................................  700,000
Common Stock ...........................  1,000,000
Surplus ............................. ............ 146,250
$2,250,250
item of accrued assets for $250 as of January
1, 1932. In addition to the accrued interest 
payable on bonds of $4,000 on January 1, 
the balance sheet of the Amalgamated Steel 
Company recognizes an added factor in the 
nature of $100,000 Serial Bonds payable 
December 1, 1932; it has been assumed that 
the bonds will mature, $100,000 each Decem­
ber 1st beginning in 1932. In all respects, 
however, the balance sheet conforms to what 
is accepted accounting practice and theory.
The same incongruities may be pointed out 
as applying to the interest receivable as were 
previously illustrated for the interest payable. 
The balance sheet as of January 1 recognizes 
only $250 interest receivable on January 1. 
No consideration is given to an additional 
$1,250 of interest which is to be received on 
June 1st, nor to the additional $1,500 which 
will be paid on December 1st. The balance 
sheet as presented thus gives recognition to 
certain items such as inventories of raw ma­
terials, etc., which may not be available for 
sale for several months, and on the other 
hand it fails to reflect interest of $1,250 which 
is much more certain to be received five months 
hence—that is—June 1st. As also mentioned 
in connection with the analysis of interest 
payable, it may be stated again that the inter­
est receivable is not in exactly the same cate­
gory as inventories, accounts receivable, etc. 
Whereas these other items are part of the 
stream of working capital, they neither in­
crease it nor reduce it unless losses or profits 
arise. On the other hand, interest is more 
certain of receipt than profits. In addition it 
increases working capital without an equiva­
lent offset or reduction elsewhere.
By separating the $100,000 of serial bonds 
which will mature on December 1, 1932, and 
placing them among current liabilities, em­
phasis is given to the failure of the balance 
sheet to reflect as a current liability, the 
$20,000 additional interest due on June 1, 
1932, as well as the additional $24,000 of 
interest which will be payable at the same 
time the $100,000 serial bond is due—De­
cember 1, 1932. In both items ($20,000 and 
$24,000) part of the interest is calculated 
upon $100,000 already recognized as a cur­
rent liability. Thus there arises the peculiar 
situation in which the principal of a maturing 
bond issue is classified as a "current liability,” 
yet the interest thereon, due prior or simul­
taneously to its (the principal’s) maturity is 
not so considered.
The balance sheet of the Amalgamated Steel 
Company as presented above has current assets 
of $800,250 and current liabilities of $404,-
000. If the suggested items are added to 
these they become $803,000 and $448,000 
respectively. By way of comparison a few 
figures are presented below, and a few ratios 
have been computed.
Modifications 
A s Per Balance Sheet Presented for
Interpretation
Current A ssets.................. $800,250 $803,000
Current Liabilities............ 404,000 448,000
Working Capital .... $396,250 $355,000
R a t io s  :
Current R atios.............. 1.98 1.79
Cash to Current Liabilities .19 .17
Cash +  Receivables to
Current Liabilities .. ,.............74 .67
Working Capital to
Total A ssets*............ .18 .16
Working Capital to
Fixed Assets ............ .28 .25
The working capital obtained from the bal­
ance sheet amounts to $396,250; when the 
suggested modifications are introduced, this is 
reduced to $355,000 or a reduction of more 
than 10 per cent. The current assets to current 
liabilities ratio drops from the "border line” 
of a "2:1” ratio (1.98) to 1.79. Other ratios 
are affected in proportion. All the changes 
picture a less favorable condition than the 
original situation might lead one to accept.
That the accountant is not entirely unaware
*The ratios are based on the figures presented 
immediately above, and on the balance sheet of the 
Amalgamated Steel Company already shown. No 
effort has been made to change the total assets to 
agree with suggested modifications in current 
assets.
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of such items, and that he does consider them 
in certain aspects of his work is well known. 
In the preparation of budgets, as for instance 
an estimate of the cash requirements for some 
time in the future, the accountant must con­
sider not only immediate needs and sources of 
cash, but also future sources and needs.
Now that the problem has been presented, 
the question may be raised: What shall the 
accountant or auditor do? Should these 
changes be incorporated in the statements he 
prepares? Should he make a notation or ap­
pend a footnote to the balance sheet calling 
attention to the existence of such items in the 
same manner that may be done for purchase 
commitments? Or should he ignore them en­
tirely in the financial statements and give 
cognizance to them in his audit report where 
he undertakes to present an analysis of work­
ing capital? Is he justified in ignoring them 
entirely as is the now existing practice ? 
Should the auditor certify to the statement 
which fails to mention such items ?
If these suggestions should be followed to 
the extreme and the items should be incor­
porated in the accounts and then in the state­
ments, they would enter into profits, either 
increasing or reducing them according to 
whether there is a preponderance of interest 
receivable or payable. The writers neither 
believe nor advocate that the auditor should 
do this. It raises and also violates too many 
fundamental questions and deep-rooted issues 
of auditing and accounting practices.
On the other hand, to say that he should 
ignore them entirely might lead to serious 
consequences in certain cases. Perhaps, too, it 
may be stated that the accountant, according 
to his now existing responsibilities is not liable 
for such omissions, but the question still re­
mains as to what should his responsibility be. 
He could, however, easily accomplish his goal 
by showing these in the statements and not 
reflecting them in the accounts. These items 
could easily be given in their proper position 
in the statements, but only extended "in short”
i.e., not carrying them out into the totals of 
the now recognized balance-sheet data.
Another consideration which might be a 
deciding factor in determining whether such 
items should be acknowledged, is the type and 
purpose of the audit and the use which will 
be made of the statements. An audit in which 
the emphasis is placed on the current and 
working capital position might well consider
such items. If such an audit is being made 
for purpose of obtaining short-time loans, the 
suggestions which have been made might well 
be a most important factor in disclosing the 
full situation.
It appears more likely that some footnote 
or other notation will serve the accountant’s 
purpose if he wishes to be conservative and 
also follow orthodox accounting practices. It 
appears that any careful interpretation of 
working capital position should not fail to 
bring these items into their proper perspective 
unless they are exceedingly small, and may be 
ignored. Going still further, any careful audit 
of working capital will not fail to give definite 
consideration to this possibility regardless of 
the subsequent determined significance or in­
significance of the items.
Revenue Laws
( Continued from page 262) 
similar transactions for the succeeding year to 
the extent of the taxpayer’s net income for the 
year 1932. It is also to be noted that such loss 
may not be offset against capital gains.
The above-mentioned limitation is in general 
applicable to both corporations and individuals 
as well as other taxpayers. By the terms of the 
statute, however, the limitation does not apply 
to dealers in securities as to stocks and bonds 
acquired for resale to customers or to banks or 
trust companies incorporated under the laws 
of the United States or of any State or Terri­
tory.
In defining "stocks and bonds” for the pur­
pose of such limitation, the statute specifically 
excludes therefrom bonds issued by a govern­
ment or political subdivision thereof. Such 
exclusion not only includes bonds issued by 
the Government of the United States or a State 
or political subdivision thereof, but also in­
cludes bonds issued by a foreign country or 
foreign municipality. It therefore follows that 
the deduction for losses sustained on the sale 
or exchange of such bonds is not subject to 
such limitation.
The cooperation of a group of individuals 
such as is represented here tonight I am sure 
will aid the Bureau of Internal Revenue in ad­
ministering internal revenue laws in a fair 
and impartial way. It matters not whether one 
is an employee of the Government or engaged 
in private or public work—after all, we are all 
a part of the Government.
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Some Aspects of the Profession of 
Public Accountants
By Ric h a r d  K o l b , B.C.S., New York City
In t r o d u c t io n
This article is written with the sole intent 
to revitalize the philosophic interest in the 
public accountant’s profession, for the purpose 
of creating a new effective impetus. The time 
is opportune to broaden the duties of the 
public accountant; moreover to create a larger 
demand for his services, and in the final analy­
sis to achieve a wider public recognition.
T h e  Y o u n g  P r a c t it io n e r
The young practitioner, who embarked on 
a journey of practicing public accountancy in 
1929, may not be as successful along the lines 
of material reward as his veteran colleague 
was. But the professional experience gained 
during the last three years is invaluable in 
monetary terms. Thus it is appropriate and 
timely to suggest to the young practitioner a 
plan composed of patience, perseverance, and 
of keen interest in the professional field. The 
present deplorable conditions will soon give 
way to a revival, and opportunities will once 
more knock at our doors.
I venture to say that the public accountants 
are the only ones among the various profes­
sionals who, up to the present, have not at­
tempted to curb, directly or indirectly, the 
countless number of men desiring to enter the 
field. The inalienable right of pursuit of 
happiness, prevalent in the United States, is 
genuinely respected and supported by public 
accountants. For they open their doors to those 
who are willing to work in harmony in order 
to develop the profession into a better serv­
iceable institution.
The pioneer work of establishing the pro­
fession, marketing the services, was a much 
harder task than is following the veteran 
colleague’s footsteps. The modern business 
man is more prone to recognize the value of 
a public accountant’s service than his predeces­
sor was. In view of this fact, it may be readily 
said that a brighter future is in store for the 
profession.
In v e n t o r y  T im e
There comes a time when responsible mem­
bers of society take inventory of their achieve­
ments and of their contributions to the well­
being of the masses. Such occasion affords an 
opportunity to progressive minds to recognize 
the necessity of self-analysis, for the purpose 
of ascertaining whether additional knowledge 
is needed to perform the daily task; or an 
improvement only to perfect their tools.
The prevailing adverse economic conditions 
furnish a much needed interest to analyze and 
study the causes of maladjustment between 
production and consumption. For the chief 
evil rests in those two economic factors. It is 
urgent to consider the selection of men who 
are best qualified and who are endowed with 
public spirit to be charged with the economic 
leadership. After a careful study of business 
subjects, after an observation of the activities 
of the countless number of executives, the ac­
countant, by virtue of his experience and bene­
ficial service, merits a more responsible posi­
tion in the field of economics.
The public accountant’s profession, com­
paratively speaking, is the youngest one; but 
it is amazing to note its progress and its 
achievement. Prior to the depression there 
was hardly any spare time at his disposal to 
go beyond his scope for the purpose of study­
ing the structure of business in order to advo­
cate changes and improvements.
But now is the time to alter the course of 
navigation, for business institutions need a 
new impetus to restore normal conditions, 
upon which the well-being of society depends, 
due to the fact that public accountants are not 
as busy now as they used to be in normal 
times. Moreover, the professional experience 
and general knowledge received during the 
last three years, warrants appropriately the oc­
casion to gather data of all activities within 
the scope of the services for the purpose of 
adjustment and improvement. This under­
taking would undoubtedly assist and facilitate 
the revival of business.
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To attain this object, it would be advisable 
to take inventory of our intangible possessions, 
in order to ascertain whether our experience 
and education is sufficient to assist in solving 
the evils of the depression. We may consider 
ourselves very fortunate, for there are ample 
educational and research facilities to aid us in 
this human endeavor.
Business institutions have committed blun­
ders because of unscientific management. The 
public accountant’s advice will in the future 
receive a much warmer welcome. It is there­
fore urgent and vital to prepare ourselves with 
additional knowledge to qualify us along the 
lines of progressive professional services. But 
this can be achieved only by taking inventory 
and by self-analysis.
P u b l ic  A c c o u n t a n t s  a s  F u t u r e  
Ec o n o m is t s
It is necessary to recognize the importance 
of sound economic institutions upon which 
human activities in every walk of life depend. 
There is no doubt that leaders of the various 
institutions are busily engaged in an endeavor 
to restore normal conditions. But since it is 
an established fact that improvements are ur­
gent in industrial and commercial organiza­
tions, it would be rational and appropriate to 
place the leadership of society in the hands of 
business and social economists.
The business man who produces and mar­
kets commodities with the guidance and advice 
of a public accountant is the pillar of society. 
The deplorable conditions affecting human 
happiness owe their existence to the general 
business depression.
The general public is not very familiar with 
the valuable services accountants contribute to 
economic institutions. The main reason for 
this lack of recognition is due to the fact 
that public accountants are not publicity seek­
ers, but modest and productive workers.
The time has arrived to embark on a plan 
of publicity in order to educate and orientate 
the public along the lines of the services of 
public accountants. The errors committed by 
business executives during the last ten years 
afford an excellent opportunity to furnish the 
public with practical information pertaining 
to business activities. The public accountant 
is best fitted for this task, for his experience 
and training enables him to interpret business 
conditions in the most elementary way, easily 
understood by laymen.
The general public, as stockholder and 
bondholder in the various corporations, is not 
afforded an opportunity to familiarize itself 
with the financial activities concerning the 
safeguard of its investments. There is no 
doubt but that the Wall Street crash of 1929 
has made the public more conscientious and 
prudent in its endeavor to participate as an 
investor.
Economists of universities and colleges have 
endeavored to educate the public along the 
lines of finance and business by writing in 
newspapers and magazines; but their views 
are academic, and for this reason not very 
effective, in spite of the fact that the practical 
application of the principles of economics 
would serve a very beneficial purpose.
In view of the above facts, the public ac­
countant should endeavor to attain to the 
position of economic adviser. In this capacity 
the client and the general public as bene­
ficiaries, would recognize him as an indis­
pensable man.
There are abundant newspapers and maga­
zines that the public accountant group could 
resort to for assistance along the lines of pub­
licity. The narration of practical experiences 
gained in business would surely have a good 
effect. They would result in a wider recogni­
tion of the profession and a greater demand 
for its services.
A d v a n c in g  t h e  P r o f e s s io n  is a n  Im p o r ­
t a n t  Fa cto r
Since all of the states have recognized the 
profession of public accountancy, it is ap­
propriate to raise the question pertaining to 
the rights and privileges it ought to enjoy.
The public accountant, by virtue of State 
recognition, should advocate equal rights en­
joyed by other professional men, and in jus­
tification of the above, I advocate the follow­
ing:
(1) The State should permit only cer­
tified public accountants to practice the 
profession.
(2) Chambers of Commerce, and other 
trade organizations, should endeavor offici­
ally to request members to engage only cer­
tified public accountants.
(3) The State should compel corpora­
tions to have their books audited by certified 
public accountants.
( Continued on page 285)
May,
1933 THE CERTIFIED PUBLIC ACCOUNTANT 275
Financial Statements of a Cotton 
Merchant*
By Llo y d  L. T o m p k in s , C.P.A ., Atlanta, Ga.
I N  the early history of commerce there were
only the producer and the consumer. Gradu­
ally an individual appeared who acted as a 
go-between, or middleman, in bringing the 
producer and consumer together. As time 
went on, the functions of the middleman be­
came specialized and restricted to certain 
classes of commerce. In this way was developed 
the cotton merchant who acts as a middleman 
between the cotton farmer (producer) and the 
cotton mill (consumer).
The business of a cotton merchant is dis­
tinguished from that of a cotton broker in 
that the merchant actually purchases and sells 
cotton for his own account, whereas a broker 
merely acts as agent for others in buying and 
selling. As we have stated, the cotton merchant 
is a middleman, and his activities are chiefly 
concerned with buying cotton from the farmer 
and selling it to mills or their purchasing 
agents. As far as the farmer is concerned, the 
cotton merchant is the market, and it is esti­
mated that more than 85% of the crop passes 
through the hands of cotton merchants into 
commercial channels.
A cotton merchant, however, will sometimes 
also conduct a brokerage business, but this is 
generally incidental to his main business of 
buying cotton from farmers and selling it to 
mills.
There are several publications relating to 
the accounts and financial statements of a cot­
ton broker, and we shall not include a discus­
sion of brokerage accounts in this article. 
There appears, however, to be little published 
material relating to the accounts and financial 
statements of a cotton merchant, and it is hoped 
that the following remarks may convey a gen­
eral idea of this type of business to those who 
are not familiar with it, and also may answer 
some of the questions that might be raised 
with regard to certain items appearing in the 
financial statements of cotton merchants.
Before we discuss the accounts that are
*Paper presented at the monthly meeting of the 
Atlanta Chapter of the Georgia Society of C.P.A’s, 
March 17, 1933.
peculiar to the business of a cotton merchant, 
let us review briefly some of the facts relating 
to the production, harvesting and marketing of 
cotton, all of which affect the cotton merchant.
According to statistics of the Bureau of 
Agricultural Economics of the United States 
Government Department of Agriculture, the 
cotton produced during the fiscal year from 
August 1, 1931 to July 31, 1932, was estimated 
at approximately 27,500,000 bales of 478 
pounds net weight. Of this total the United 
States produced 17,096,000 bales, and foreign 
countries 10,404,000 bales. The principal 
foreign countries were: India, 3,400,000 bales; 
China, 1,700,000 bales; Egypt, 1,300,000 
bales, and Russia, 1,850,000 bales. There were 
about sixteen states in the United States which 
produced the 17,096,000 bales. The principal 
states, each of which produced 1,000,000 bales 
or more, were: Texas, 5,300,000 bales; Arkan­
sas, 1,900,000; Mississippi, 1,750,000; Ala­
bama 1,420,000; Georgia, 1,400,000; Okla­
homa, 1,260,000, and South Carolina, 1,000,-
000 bales.
The usual time for planting cotton in the 
United States is in April, although in some 
southern sections as early as the first part of 
March. Picking is usually commenced in Sep­
tember, and in some southern sections it is com­
menced in August. The period from planting 
to picking, therefore, runs from four to five 
months.
After the cotton is picked it is taken by the 
farmer to the cotton gin where the seeds and 
dirt are extracted and the cotton, then known 
as lint cotton, is bound in bales weighing ap­
proximately 500 pounds each. It requires about
1,200 pounds of seed cotton to make one 500- 
pound bale. The ginner bases his charge on 
the final poundage, and generally purchases the 
seed from the cotton farmer. There is no fixed 
charge for ginning, as each gin fixes its own 
price which generally runs from $3.00 to $5.00 
per bale. In actual practice the purchase price 
of the seed is deducted from the amount of the 
charges for ginning, and the net amount is 
paid by the farmer.
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The farmer then stores his cotton or sells it 
to cotton buyers representing cotton merchants 
or mills. The majority is sold to cotton mer­
chants, as mills generally buy from a cotton 
merchant as he is in a position to furnish the 
desired grades and quantities at specified 
delivery dates. The price received by the 
farmer is based on the current quotations for 
spot cotton, and on the quality or grade of 
his cotton. "Spot” cotton is defined by Funk 
and Wagnall’s Standard Dictionary as "cotton 
actually on hand for delivery on sale made, as 
distinguished from cotton not on hand.” The 
price is also subject to the trading ability of 
the farmer as opposed to that of the cotton 
buyer. Samples from each bale are taken by 
the prospective buyer who then makes an offer, 
and the final price per pound is arrived at, as 
previously stated, based on the trading abilities 
of the buyer and seller.
The value of a bale of cotton depends upon 
its quality or grade, and length of fibre or 
staple. The work of grading cotton requires 
expert knowledge. Numerous handfuls or 
samples are taken from various parts of the 
bale. The cotton grader examines these care­
fully for length and texture and classifies the 
bale accordingly. There are a number of grades 
recognized in the trade, the principal ones 
being middling and
Above M iddling Below M iddling
Strict middling. Strict low middling.
Good middling. Low middling.
Strict good middling. Strict good middling 
Middling fair. —yellow tinged.
Good ordinary.
The grade of cotton is most important, as 
this determines its desirability for use by a 
mill, and the price at which it may be sold by 
the cotton merchant. It may be noted here that 
all quotations on the exchanges are based on 
middling grade with premiums for grades 
above, and discounts for grades below mid­
dling.
The cotton merchant receives reports daily 
from his buyers showing the number of bales 
purchased, grade, weight, etc., and price paid; 
also samples with tag numbers of the respec­
tive bales.
The cotton buyer pays cash for the cotton 
or issues a due bill to the farmer. The cotton 
may be delivered to the mill, which would 
cash the due bill, or it is placed in a bonded 
warehouse, and a receipt obtained which shows
the bale marks and weight, but does not show 
the grade and staple unless requested by the 
depositor. The warehouse receipt and the due 
bill are then presented at a local bank which 
pays the farmer in accordance with arrange­
ments already made by the cotton merchant 
with the bank. The banks generally loan about 
80% of the value of the cotton, based on 
market quotations for spot cotton middling 
grade, holding the warehouse receipts as 
collateral to such advances.
The merchant may, if he has so arranged, 
ship part of the cotton so pledged by obtain­
ing the warehouse receipts from the bank on 
a trust receipt. The cotton is shipped to the 
customer subject to a sight draft with the bill 
of lading attached. The proceeds of the draft 
are collected by the bank and are applied as a 
reduction of the advances made or credited to 
the merchant’s account and the trust receipt 
canceled.
In order to protect himself against an in­
crease or a decrease in the market price of 
the cotton purchased but unsold by him, the 
merchant may sell future contracts through a 
cotton broker covering the bales unsold. When 
the cotton is sold he buys future contracts for 
the same number of bales. This is known as 
"hedging.”
The purpose of hedging, as generally under­
stood, is to avoid the speculative risks inherent 
in those raw commodity markets to which this 
form of trading is adapted. It is expected that 
speculative gains on the actual commodity will 
be offset by losses incurred on the future con­
tracts, and that speculative losses in the actual 
commodity will be offset by the profits made on 
future contracts.
Protective hedging means the use of an ac­
tive future contract simultaneously with actual 
transactions of purchases. The method, in 
brief, consists of simultaneous opposite trans­
actions in actual cotton and in future contracts. 
At exactly the time when cotton is purchased, 
future contracts are sold, thus opening a hedge; 
and, as rapidly as orders for cotton are re­
ceived, future contracts are purchased for 
equivalent quantities of cotton, thus closing 
the hedge.
There are three leading Cotton Exchanges 
in the world, namely, the New York Cotton 
Exchange, where trading began in 1870; the 
New Orleans Cotton Exchange, where trading 
in futures began in 1880, and the Exchange
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at Liverpool, where trading was in progress 
prior to 1870. There is also a future market at 
Chicago on the Board of Trade.
The contracts on the New York Cotton Ex­
change and the New Orleans Cotton Exchange 
are for 100 bales, or 5,000 pounds with a 
separate 50-bale contract at New Orleans, and 
a 50-bale contract on the Chicago Board of 
Trade. Deliveries of cotton on New York 
contracts may be made at New York, Norfolk, 
Charleston, Savannah, Mobile, New Orleans, 
Galveston, and Houston. Deliveries on New 
Orleans contracts may be made at New Or­
leans, Galveston, and Houston and deliveries 
on Chicago contracts may be made at Galves­
ton and Houston.
The trading in cotton futures in the United 
States is carried on under the United States 
"Cotton Futures Act” and various amendments 
thereto, and according to the by-laws of the 
various exchanges. Quotations in the Ameri­
can markets are in cents per pound and hun­
dreths of a cent. A one-point fluctuation in 
the 100-bale contract is equivalent to $5.00 
on a contract and a cent a pound is equal to 
$500.00 on a contract. The commissions for 
the round turn for 100 bales in domestic cot­
ton at New York and New Orleans are $30.00 
and $25.00 respectively when the price is 
under 25.01 cents per pound; for each 5 cents 
per pound advance or fraction thereof over 
25.01 cents, an additional commission of 
$5.00 for each 100 bales is charged.
Industry generally, and particularly that in 
the South, is greatly affected by the quantity 
of and prices for the cotton crop. The value 
of a normal cotton crop in the United States 
has been estimated at about $1,300,000,000.00 
for lint cotton and $200,000,000.00 for cotton 
seed. The value of lint cotton for the crop of 
the year ended July 31, 1932, according to pre­
liminary estimates, was approximately $518,-
100,000.00 (based on 17,096,000 bales at an 
average of 6.34 cents per pound). The im­
portance of the industry requires that as much 
information as possible be currently available 
not only as to prices but as to the acreage 
planted, estimated crop, condition of the crop, 
stocks of cotton, etc.
The Department of Commerce of the 
United States Government compiles and pub­
lishes statistics relating to cotton production, 
consumption, stocks on hand, etc. Reports as 
to the number of bales ginned, consumed, and 
on hand are issued from August to March, and
several reports of estimated production are 
published during the season. On the days that 
the crop estimate reports are issued trading on 
the Cotton Exchanges is suspended from five 
minutes before until fifteen minutes after the 
report is released in order that the information 
may reach all domestic and foreign localities 
before trading is resumed.
Now that we have considered some of the 
factors that directly and indirectly affect the 
business of a cotton merchant let us give con­
sideration to the method of preparing a state­
ment showing his financial condition at a given 
date. In view of the fact that the cotton mer­
chant has open contracts for purchases and 
sales of cotton at prices based on market 
quotations for future dates it is necessary to 
take into account the possible losses and gains 
on open contracts. This is done by computing 
the equity or liability under each open contract 
as of the close of business on the date of the 
financial statement.
A cotton merchant may purchase cotton for 
immediate delivery under contracts whereby 
the price is not definitely fixed at the time of 
purchase, but is based on a number of points 
"off” or "on” the market price at some desig­
nated future month. Likewise a cotton mer­
chant may sell cotton for immediate or future 
delivery under contracts whereby the price is 
not definitely fixed at the time of sale but is 
based on a number of points "on” or "off” 
the market price at some designated future 
month. The procedure of buying or selling at 
a price subject to fixation at some designated 
future month is known as "buying or selling 
the basis.” The term "basis” may be defined 
as "a quotation per pound expressed in terms 
of a number of points which are to be added 
to, or are to be deducted from, the price per 
pound that is quoted on the cotton exchange 
for a designated future month.”
The right to fix the price of cotton pur­
chased by the merchant remains with the 
seller, unless his margin is impaired, and the 
procedure of fixing the price is known as 
"calling the cotton.” The seller may transfer 
the basis date from one future month to a 
more distant future month but this changes 
the basis price by the number of points dif­
ference in the quotations of the two months 
plus six points for carrying charges.
In the event that the margin of the seller 
is impaired, the cotton merchant may call 
upon him for additional margin or take over
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the cotton if the call is not met. Likewise, if 
the merchant has collected amounts from sales 
in excess of the contract value of cotton sold 
under unfixed-price contracts, the purchasers 
may call upon the merchant to refund a portion 
of the amounts so collected.
The assets and liabilities of a cotton mer­
chant who does not conduct a brokerage busi­
ness generally include the following:
A ss et  A c c o u n t s :
Cash in hand and on deposit.
Notes receivable.
Accounts receivable.
* Equity in uncalled purchase contracts—
net.
* Equity in open future contracts with
brokers— net.
Inventory of cotton— valued at fixed sales 
contract prices and at market price for 
unsold portion.
Investment securities and Cotton Exchange 
memberships.
Property— real estate, furniture and fixtures, 
etc. (depreciated value).
Prepaid accounts— insurance premiums, etc. 
L ia b il i t ie s  a n d  C a p i t a l  A c c o u n t s  :
Notes payable to banks.
Accounts payable:
Trade.
Margin deposits of customers.
Accrued accounts— taxes, etc.
†Liability on uncalled sales contracts— net.
Reserves:
†For loss in undelivered cotton purchased 
at fixed prices— net.
For unfiled claims for loss in weight, 
grades, etc.
Capital.
The statement of income and profit and loss 
would generally include the following: 
R e v e n u e  A c c o u n t s :
Cotton sales.
Income from investments.
Interest on bank balances.
Sundry income.
E x p e n s e  A c c o u n t s :
Cotton purchases.
Freight on cotton.
* If the net result is a liability, this item should 
be included with the liabilities and the word 
“equity” changed to “liability.”
†If the net result is an asset this item should be 
included with the assets and appropriately de­
scribed.
Decrease (or less increase) in cotton in­
ventory.
Salaries— cotton buyers.
Expenses— cotton buyers.
Compress and storage charges.
Brokerage and commissions.
Labor.
Branch offices:
Salaries.
Rent.
Telephone and telegraph.
Sundry.
Office salaries.
Rent.
Telephone and telegraph.
Traveling.
Membership dues.
Postage, stationery and printing.
Legal and accounting services.
Taxes and licenses.
Insurance.
Depreciation.
Interest on notes and accounts payable.
Sundry expenses.
In addition to the foregoing accounts, the 
financial statements should include a reference, 
possibly as a footnote, to the position of the 
merchant as to the number of bales of cotton 
"long” and "short” as of the date of the 
financial statements.
W e will not comment upon the items of 
assets and liabilities which are similar to those 
of other businesses but will discuss briefly 
such items as are peculiar to the business of a 
cotton merchant, in the order in which they 
appear in the foregoing list.
E q u i t y  ( o r  L i a b i l i t y )  i n  U n c a l l e d  P u r ­
c h a s e  C o n t r a c t s , B a s ed  o n  M a r k e t  
Q u o t a t io n s — N e t
This equity or liability arises from transac­
tions where the cotton merchant purchases 
cotton under contracts which provide that the 
seller has the right to fix the price at some 
designated future month. The merchant has 
made cash advances to the seller on account 
of the purchase.
In some cases, due to a falling market, the 
seller may refrain for a long period from fixing 
the price of cotton sold to the merchant with 
the thought that the price of cotton would 
advance and a better price be obtained. The 
transfer by the seller of the fixation date from 
one future month to a more distant future
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month in such cases would result in changing 
the number of points to be applied to the 
quoted price for the designated month and, 
in the case of a falling market, would decrease 
the contract value of the cotton. As previously 
mentioned, each transfer costs the seller 6 
points for carrying charges and the difference 
in the quotations between the two months. 
Where there is a falling market, the cost of 
such cotton to the merchant computed in 
accordance with the contract prices, might be 
considerably less than the value computed at 
market quotations as of the date of the finan­
cial statement. Likewise, as the contract value 
of the cotton decreases, the amount advanced 
by the merchant to the seller shows an in­
creasing excess over the contract value of the 
cotton. This makes it appear that the mer­
chant made excessive advances to the seller. 
The merchant could call upon the seller for 
a remittance in order to bring the advances 
into line with the contract value of the cotton 
but this is not always done with a responsible 
seller. It will be found that the merchant 
generally keeps his advances in line with the 
contract value of the cotton. In considering 
the amounts advanced by the merchant it 
should be kept in mind that the cotton in­
ventory has been valued at market or sales 
prices in the financial statement and that the 
above computations disclose the position of 
the merchant with respect to each uncalled 
purchase contract. In the event that the cotton 
is called and taken over by the merchant be­
cause the seller does not meet the call, the con­
tract value thereof should be charged to the 
cotton purchased account and correspondingly 
credited to the seller’s account. The balance 
remaining in the seller’s account, representing 
the excess of the advances made by the cotton 
merchant over the contract value of the cotton, 
would be treated as an unsecured account re­
ceivable.
The amount of the equity or liability on 
uncalled purchase contracts should be com­
puted as to each contract. The number of 
bales purchased should be valued at closing 
market quotations as of the date of the state­
ment, and the price differentials specified in 
the respective contracts. From the value so 
computed there should be deducted the 
amounts advanced by the merchants to the 
respective sellers. In some cases the amounts 
advanced may exceed the contract value of 
the cotton and in other cases the contract value
of the cotton may exceed the amounts ad­
vanced. This condition results in the mer­
chant having an equity or a liability under each 
contract. The total net equity or net liability 
should be shown in the statement as "Equity 
(or Liability) on Uncalled Purchase Contracts 
—Net.” In either case the number of bales 
of cotton and the contract value pertaining to 
the receivables and the payables resulting in 
the net amount should be shown in the state­
ment, either parenthetically or as a footnote.
Eq u it y  ( o r  Lia b il it y ) i n  O p e n  F u t u r e
C o n t r a c t s  W it h  B r o k e r s , B ased  o n  
M a r k e t  Q u o t a t io n s
The equity or liability in open future con­
tracts with brokers represents the net equity 
or liability of the cotton merchant in open 
contracts with brokers covering purchases or 
sales made on the cotton exchange for his 
account. The amount of this equity or liability 
should be computed as to each contract on 
the number of bales purchased or sold, valued 
at the closing market quotations as of the date 
of the statement less the brokers’ commissions, 
etc., assuming that the contracts were closed 
out. From the value so computed there should 
be deducted the amounts advanced to brokers 
by the merchants. The computations will dis­
close that the merchant has either a net equity 
or a net liability with respect to these trades. 
The amount thereof should be included as an 
asset or liability in the statement with an ap­
propriate description. The amount receivable 
from, and the amount payable to, brokers re­
sulting in the net amount should be shown 
in the statement either parenthetically or as 
a footnote.
In v e n t o r y  o f  C o t t o n
The unsold cotton on hand should be valued 
at the closing quotations for spot cotton as of 
the date of the statement. As these quotations 
are for middling cotton ⅞ "  staple) con­
sideration must also be given to the premiums 
and discounts for the various grades and the 
values fixed accordingly.
The cotton on hand which has been sold 
for future delivery should be valued at such 
sales contract prices. In this connection con­
sideraton should be given to the financial re­
sponsibility of the purchasers as, obviously, 
it would not be proper procedure to include in
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the statement cotton valued at sales contract 
prices, where such prices are in excess of mar­
ket, if the purchaser is not financially respon­
sible. In such event the cotton should be 
valued at market.
The Federal Income Tax Regulations state 
the following with regard to Inventories of 
Cotton and Grain Dealers:
(1 ) The physical inventory of cotton and 
grain actually on hand at the close of the year, 
in the case of dealers therein, should be valued 
at market.
(2 ) Cotton and grain dealers should in­
corporate in their balance sheets at the close 
of the taxable year at market such open future 
contracts to which they are parties as are 
hedges against actual spot or cash transactions 
or against forward sales or purchases, as the 
case may be; provided, that no purely specu­
lative transactions in futures not offset by 
actual spot or cash transactions or concurrent 
forward purchases or sales may be so included 
or taken into the taxpayer’s account in any 
manner until such transactions are actually 
closed by liquidation; and provided further, 
that the values of the commodity covered by 
such open future contracts shall not be added 
to or deducted from the inventory of the tax­
payer.
(3 ) Any profit from such contracts as are 
required under (2) to be incorporated in the 
balance sheets should be taken into income 
and any loss therefrom deducted from income.
M a r g in  D e p o s it s  o f  C u s t o m e r s
These margins arise from transactions where 
the merchant has sold cotton for delivery at 
specified future dates and the price has been 
fixed before the delivery dates. The merchant 
calls upon his customer for a margin deposit 
if  the market price of the undelivered cotton 
falls below the contract price. This margin 
protects the merchant if, in the event of a 
decline in market prices, the customer should 
fail to accept the cotton on the specified de­
livery dates at the contract prices, which would 
be higher than current market prices.
L i a b il it y  ( o r  E q u i t y ) o n  U n c a l l e d  Sa l e s  
C o n t r a c t s  —  N e t
This liability or equity arises from transac­
tions where the cotton merchant sells cotton 
subject to "buyer’s call,” that is, under con­
tracts which provide that the buyer has the 
right to fix the price at some future month. 
The buyer has made cash remittances to the 
merchant on account. The amount of the 
equity or liability should be computed as to 
each contract. The number of bales sold 
should be valued at closing market quotations 
as of the date of the statement and the price 
differentials specified in the respective con­
tracts. From the value so computed there 
should be deducted the amounts collected by 
the merchant from the respective purchasers. 
In some cases the amounts collected may ex­
ceed the contract value of the cotton, and in 
other cases the contract value of the cotton 
may exceed the amounts collected. This con­
dition results in the merchant having a liability 
or an equity under each contract. In either 
case the number of bales of cotton and the 
contract value pertaining to the payables and 
to the receivables resulting in the net amount 
should be shown in the statement, either 
parenthetically or as a footnote.
R e s e r v e  f o r  L oss i n  U n d e l iv e r e d  C o t t o n  
P u r c h a s e d  a t  F ix e d  P r ic e s  —  N e t
This reserve arises from transactions where 
the cotton merchant has contracted to purchase 
cotton at fixed prices which has not been de­
livered or paid for, and where such prices are 
greater or less than the market quotations at 
the statement date. The loss or gain should be 
computed as to each purchase and the net 
result included in the balance sheet. I f  the 
net amount is a gain it should be shown as 
an asset and appropriately described.
The number of bales are not included in 
the inventory of cotton, as they have not been 
received, but are included only in the "long” 
and "short” position.
L o n g  a n d  Sh o r t  P o s it io n
In addition to the foregoing accounts there 
should also be shown, preferably as a footnote 
to the statement, the position of the merchant 
as of the date of the statement with respect to 
the number of bales of cotton "long” or 
"short” under his various commitments. Un­
less the merchant is speculating, he endeavors 
to keep his "long” commitments equal to his 
"short” commitments. The following tabula­
tion shows the commitments and their classi­
fication:
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Long commitments:
Purchase contracts—Spot and future. 
Spot cotton with mills—prices not fixed. 
Inventory of cotton—on hand and in 
transit.
Short commitments:
Sales contracts—spots.
Purchased and received—prices not fixed.
If the merchant maintains a position whereby 
the total number of bales "long” is equal to 
the total number of bales "short” he is not 
affected except possibly to the extent of varia­
tions in grade, by fluctuations in the market 
prices, for the reason that both sides of his 
position are affected equally by either a de­
crease or an increase in the market prices.
St a t e m e n t  o f  In c o m e  a n d  P r o fit  
a n d  Loss
The revenue and expense accounts hereto­
fore listed do not require special comment, 
with the exception of the Cotton Sales, Cotton 
Purchases, with the decrease (or increase) in 
the cotton inventory accounts.
Co t t o n  Sa les
The cotton sales should include all sales of 
delivered cotton plus the sold but undelivered 
portion of the inventory of cotton which 
should be valued at contract sales prices less 
allowances for freight. In the event that a 
purchaser is not financially responsible and the 
contract sales price is in excess of market, the 
cotton should be valued at market.
Co t t o n  P u r c h a se s
The cotton purchases should include the cost 
of all cotton purchased and the adjustments 
resulting from computing the cost, under all 
open purchase contracts, based on market quo­
tations at the statement date.
In c r e a se  ( or  D e c r e a se ) i n  Co t t o n  
In v e n t o r y
The inventories of cotton at the beginning 
and end of each accounting period should be 
valued at contract sales prices covering the 
sold but undelivered portion of the inventory 
and at market covering the unsold portion.
In conclusion, it may be of interest to con­
sider the present condition of the American 
Cotton Supply in relation to the cotton mer­
chant and the cotton farmer. Based on recent
figures published by the Government and Cot­
ton Exchanges, the situation is approximately,
as follows:
Season 1931-32: Bales 
Carry-over from previous crop 8,900,000
Crop ........................................  17,100,000
Total—Supply.....................  26,000,000
Consumption (running bales— 
including exports, 8,705,516 
bales) ..................................  13,500,000
Remainder—Carry-over ........  12,500,000
Season 1932-33:
Crop (estimated) ...................  12,600,000
Total—Supply.......................  25,100.00
The above tabulation indicates that there is 
a supply of some 25,000,000 bales. As the 
annual average consumption (including ex­
ports) is estimated at approximately 14,000,-
000 bales, there is an excess supply of some
11,000,000 bales. This condition accounts for 
the low prices that have prevailed. According 
to Government statistics, the average return to 
the farmer for the 1931 crop (excluding cot­
ton seed) was about 101/3 cents per pound as 
compared with an average cost of production 
of 8 to 10 cents per pound; the average return 
for the 1932 crop (excluding cotton seed) 
was about 61/3 cents per pound as compared 
with an average cost of production of 6 to 7 
cents per pound.
A farm relief bill sponsored by President 
Roosevelt is now before the Congress. This 
bill provides for curtailing production and 
for the reestablishment of prices to farmers at 
a level that will give agricultural commodities 
a purchasing power with respect to articles that 
farmers buy, equivalent to the purchasing 
power of agricultural commodities in the pre­
war period, August, 1909 to July, 1914.
The bill, possibly with some modifications, 
will no doubt be enacted into law, and will 
tend to increase the prices of cotton and other 
commodities. The President frankly admits 
that the plan is "a new and untrod path,” but 
that the economic conditions justify the trial 
of new methods. It is believed by many that 
the enactment of the agricultural program 
would rescue industry from low prices and 
overproduction. Needless to say the operations 
of the plan will be watched with keen interest, 
as the results obtained will affect all businesses.
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Lightening the Tax Burden
By R o b e r t  A t k in s , C.P.A ., New York City
T HERE are two ways of reducing the taxes
paid by each taxpayer:
(1) Reduce the expenditures for which 
revenue is provided through taxation;
(2) Widen the tax base so that a larger 
number of taxpayers share the tax burden.
The ideal condition would obtain if both of 
these things should occur simultaneously.
The growing tendency to extend the field 
of government activity into lines which com­
pete with individual or corporate enterprise 
is one which should be discouraged. It will 
be evident to anyone who will consider the 
facts that an increase in the functions of gov­
ernment is followed by increased costs, and 
that such costs are generally disproportionate 
to the value of the increased services. Cost is 
always attendant upon the performance of 
service, whether public or private, and while 
the private enterprise which relies upon its 
owners for capital must estimate its needs with 
approximate accuracy, there is no correspond­
ing need for correct estimates when made in 
connection with public improvements or serv­
ices, the funds for which are provided by 
taxation.
Taxpayers will further their interests, and 
the cause of good government generally, if 
instead of permitting additional activities to 
be brought under governmental operation they 
put forth every effort to prevent further en­
croachments by the government upon the field 
of private business, and also endeavor to have 
as many of its present activities transferred to 
private operation as is consistent with the pub­
lic welfare.
Edward A. MacDougall, chairman of the 
housing committee of the National Associa­
tion of Real Estate Boards, recently stated that 
in his opinion government competition with 
private business is assuming serious propor­
tions in this country, and that this competition 
is becoming a serious threat to private enter­
prise. "Others feel,” he said, "that the Fed­
eral government has no business in times of 
emergency to finance housing operations in 
the states. Still others feel that tax exemption 
has been growing like a weed, and that instead 
of making more properties tax exempt, a care­
ful government survey should be made of the 
properties now enjoying this privilege, with 
a view to seeing whether or not it should be 
curtailed.”
The November, 1930, issue of The Citizen, 
the official publication of the United Real 
Estate Owners Association of New York, con­
tained the following pertinent comment on 
"Government in Private Business” :
"If we are to hold down the Federal Tax 
burden it is essential that the Government 
keep out of private business and avoid 
taxing all the people that it may carry on 
business in competition with some of the 
people. The Government in business can 
confiscate the property of its citizens by 
destroying the business of its competitors. 
Such a policy is not only morally wrong, 
but economically wrong.”
Testifying before the Hofstadter legislative 
committee, on December 1, 1932, former 
Governor Alfred E. Smith expressed what he 
said it seemed to him was a fundamental 
principle, viz: "that no service should be rend­
ered to any part of our population at less than 
the cost of the service.” He further stated, 
"Why should we lose $575,000 every year in 
the operation of the Staten Island ferries? 
Now, there is one of two things wrong about 
it; either it is costing too much to operate 
them or there is not a sufficient fare being 
charged; either one or the other. I think, my­
self, that a part of it is in operation.”
Whether the costs are too high or the fares 
too low, or both, can be determined by estab­
lished methods, and it should long ago have 
been incumbent upon some one in authority 
to have ascertained the facts and to have 
taken whatever action was necessary to elimi­
nate the recurring losses.
It is illustrations of this sort that lead to a 
belief that individuals holding political jobs 
seldom measure up to the standards set by ex­
ecutives of the average corporation. There is, 
therefore, little reason to expect that any busi­
ness function conducted by politicians will 
produce results which compare favorably with 
those of privately conducted enterprises. 
Exceptions may, of course, be found to al­
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most every rule, and instances may be cited in 
which corporate-owned utilities have been ac­
quired by municipalities and have subsequently 
shown gratifying results. The comparatively 
few cases in which such results have been ob­
tained, however, only serve to emphasize the 
general rule that there is no service which can 
be rendered by corporate or individual enter­
prise which it will not cost appreciably more 
to conduct by governmental agencies.
In, August, 1921, Elijah W. Sells, C.P.A., 
of New York, published an article in the 
"Bulletin” of his firm entitled "Why Not 
Lessen the Evils of Present Taxation?” Out 
of a long and intimate association with many 
kinds of business activity and with the affairs 
of government, Federal, State, and municipal, 
he advocated provision for a tax on consump­
tion to be paid by the consumer at a uniform 
rate for each of the various lines or grades, 
starting with a small per cent on necessities 
and articles in common use and graded up to 
a high rate for luxuries. He stated in his 
opinion, that "With no serious disturbance to 
any business, it would produce billions annu­
ally for the Government’s needs.” Continuing, 
he stated:
"This form of taxation would have many 
advantages:
(1) It would give wider distribution so 
that all classes would pay, and being in small 
amounts would not be a drain on the finances 
of any.
(2) Being paid at the time of sale, the 
likelihood of tax evasion would be lessened, 
and as a "pay as you buy” tax would be paid 
in trifling sums as a finality, instead of being 
massed as a large amount to be paid later.
(3) It would tend to stabilize prices to the 
consumer and eliminate excessive profits that 
in many cases are intended to anticipate unde­
termined taxes. There would be no incentive 
for the dealer to avoid payment, as it would 
be collected from others and held apart for 
that purpose.
(4) It would be a genuine encouragement 
to economy and thrift, because the bulk of the 
taxes would fall upon expenditures and not 
upon profits that are accumulated. It would 
place no limits or determents to what an 
individual, partnership or corporation might 
make or save.
(5) Taxation on spending, not on earning, 
applied in large measures, and distributed 
against all who make expenditures would be
logical, safe and equitable. It would give the 
individual the largest measure of freedom in 
his financial affairs.
(6) It would be a simple form and rela­
tively easy of administration. It would be 
computed mostly by business houses equipped 
to keep records and perform this service eco­
nomically and efficiently. The stamp-tax plan 
could be applied to the small businesses.”
His concluding statements are as pertinent 
today as on the day they were written, showing 
how little real progress has been made since 
then in the solution of our major tax prob­
lems:
"We must recognize that our government 
is going on for many years to come expend­
ing billions for civil operations and arma­
ment, part of which may be needless and 
unwise, in addition to the interest on war 
debts and their ultimate redemption. The 
American people must see the problem of 
raising revenue by taxation with broad, clear 
vision and with practical, not theoretical, 
knowledge of business and its needs. A 
Congress which ignores the needs of busi­
ness invites further industrial calamity and 
economic discord that is far-reaching. Just 
as surely as discrimination against small in­
comes is reprehensible, so is that against 
large incomes. What is needed is not fav­
oritism to either, but justice to both. The 
interests of business and the interests of 
the country generally are identical. The 
prosperity of the one means the prosperity 
of the other. Any injustice or other cause 
which hampers business affects adversely the 
whole country and all of the people.”
The objection to some of the tax systems 
which have been tried in the past is that they 
have failed to produce anticipated revenue. 
It is the opinion of many persons who are 
competent to express an opinion, that a tax 
applying upon sales to the consumer will yield 
the required revenue, without seriously dis­
turbing business, and the experience of the 
states of West Virginia, Georgia, and Missis­
sippi, with their present sales-tax laws, fur­
nishes rather convincing evidence of the rev­
enue-producing qualities of this form of 
taxation. If it possesses the advantages which 
are claimed for it, there would seem to be 
good reasons why Congress should pass a tax 
law that promises prompt and positive relief 
from the burdens which now confront tax­
payers throughout the country.
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When Gold Goes Out to Shop
C. O. Q u ic k s ta d , C.P.A ., Watertown, S. D.
Men will guard their gold
From burglars bent on stealing,
Posting sentries bold
At vantage points concealing,
Armed with steel that’s cold
And hearts that have no feeling,
Keen as scouts of old,
As quick and prompt in dealing.
Safes of manganese
With doors like cannon breeches,
Made to close with ease
And fitted tight as leeches, 
Give them perfect peace
Till opening hour approaches,
Bringing timed release
Through triple-jewelled watches.
Lest some one absconds
With shares of stock from Wall Street, 
Deeds to Tampan ponds,
Or tax bills paving Main Street,
Clerks must furnish bonds
As good as word of Bradstreet,
Safe as ferny fronds 
In geologic concrete.
Purchases and sales,
Including inventory,
Give without details 
The secretary’s story.
But when payment fails 
On notes called promissory,
Counsel seeks details 
Of methods dilatory.
Taught in "Business Guide”
To keep our cash book even,
Running up each side
And casting nine or ’leven;
How we point with pride
To balance struck and proven, 
Explanations wide,
Each voucher number given!
Using common sense,
W e check the cash-book fable.
Quarters, nickels, dimes
Are stacked upon the table;
Pennies wrapped sometimes 
In rolls with printed label, 
Piles of fives and tens
And ones like ancient Babel.
If perchance we fear
That cash has kicked its traces, 
Promptly we will peer 
In search for guilty faces. 
Terms with accents queer
And foreign-sounding phrases 
Slip from ear to ear,
Invented for such cases.
Defalcation pure,
Or studied peculation,
Forging signature,
With payroll alteration,
Bonds and forfeiture,
Embezzlement, defection—  
Palm the deed obscure 
Like prestidigitation.
Thus we countenance
No fooling with the silver, 
Meddling in finance,
Or tactics under cover; 
Looking quite askance 
And feeling all aquiver 
Lest we take a chance 
Of going up the river.
But the goods we buy
With our becoddled money 
Grace the open sky
Or drape a rack or dummy, 
Flaunted to the eye
Of folks with scarce a penny, 
Trusting fortune shy
That odds be not too many.
Oft throughout the day
As goods profane are traded, 
Prayers our hearts will sway,
"O, let us not be tempted.” 
But while thus we pray
In solemn mien and bended, 
Thieves and mice will play 
With merchandise untended.
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Yards of woolen cloth,
Expensive coats and furry 
Feed the hungry moth
While no one seems to worry. 
Potted roast or broth
To which bacteria scurry,
Turn to scum and froth 
Befouling in a hurry.
Gophers, rats, and mice
And other forms of rodents, 
Left to their device
Devour the legal contents, 
Sparing tag with price
And advertising comments;
But the baited slice
They shun as evil portents.
Kids with daring chums,
And strangers from the distance, 
Hoboes, tramps, and bums 
Whose morals lack resistance, 
Take whatever comes
When left without surveillance, 
While with idle thumbs 
We almost lend assistance.
After taking stock
Of all we own and manage, 
From the distant dock
To private bag and baggage, 
Whether held in hock 
Or kept in public storage, 
Guarded under lock
Or left to open pillage;
Such as sand or rock,
Cement and steel and cordage, 
Meat on hoof or block,
The cereals, seeds, and tankage, 
Litter, herd, or flock,
Provisions, hay, and silage,
Fuel, food, or frock,
Machinery, tools, and salvage;
Means of greater good 
Than monetary treasure,
Giving livelihood
And happiness and pleasure 
That we hardly could
Forbear in serious measure, 
And we never would
Forego without some pressure;
Then our sense of right
From justice turns to mercy; 
Strict accounting’s light
Is dimmed too low and easy; 
Morals take to flight
Their hold upon our fancy, 
Fading out of sight
As though we had the palsy.
Comes the glad event
When auditor has finished 
Writing document
That will no doubt be published, 
Praising management
For simple feats accomplished— 
"Only two per cent
Of aggregate has vanished.”
Seeking to explain
Our manifest infractions, 
Innocence we feign
In euphemistic unctions,
Soothing loss or gain
With cunning decimal fractions, 
As if right must reign 
In mathematic functions.
Accountancy Profession
( Continued from  page 274)
(4) The Society of Certified Public Ac­
countants should endeavor to educate the 
public along the lines of finances and busi­
ness by resorting to group publicity.
Co n c l u s io n
Public accountants are as much affected by 
the depression as any other group of people. 
It is therefore, very essential to mobilize our 
resources, moreover, fortify our interest in 
order to enable us to restore normal conditions.
This endeavor calls for new tools, which 
are not difficult to produce; but their appli­
cation in the practical field might be. The 
tools I have reference to are composed of 
philosophic interest in the advancement of the 
profession.
The market for professional services is not 
yet. fully developed. Thus it may be conceived 
that there is an unlimited wide field open for 
consideration and utilization, which will bene­
fit not only business institutions, but the gen­
eral public at large.
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TALKING SHOP
A  Department Conducted by L. GLUICK, C. P. A.
In April, 1932, we asked in dead serious­
ness: "Who is Oldtimer?” The purpose was 
to find who is the oldest C.P.A . To date very 
few nominations have been received. It would 
seem that our profession is made up of Kids. 
So in default of more accurate data, Leonard
H. Conant, who holds New York certificate 
No. 3 and New Jersey certificate No. 15, is 
Oldtimer. However, we are willing to depose 
him in favor of any rightful claimant. Mr. 
Conant was born in 1856 and was graduated 
from Phillips-Andover Academy in 1874.
Believe it or not, we recently saw an account 
entitled "Taxis & Taxes.” Which is as good 
an introduction as any to a bunch of interest­
ing tax cases which are so numerous that 
choice for mention in our limited space is 
difficult.
Robert Taft, son of the late President, and 
a lawyer of no mean repute in Ohio, lost a 
case in which he appeared pro se. (Docket 
No. 51084, February 27.) So that the numer­
ous C.P.A’s who lost cases recently can get 
some consolation. Wm. D. Bonthron was one 
of them, but an interesting two-man dissent 
paves the way for reversal on appeal. (Tillot­
son Mfg. Corp., No. 44167, March 11.)  
Messrs. Herrick and Brown, acting for Walker 
et al (three docket numbers consolidated) 
won a clean and substantial victory. J. B. 
Peary, o f Philadelphia, got a rule fifty for the 
A. J. Reach Estate (No. 51334, March 20) 
which, if we are not mistaken, is the old 
American League baseball outfit.
You might compare the cases of Rorimer 
(No. 58850, March 7) and Robinson (Coca 
Cola) (No. 61179, March 24) where, on 
what seemed to be similar cases of stock divi­
dends, the Board arrived at logically opposite 
results. In the Southern District of Florida on 
February 3, in the case of Monmouth and the 
Miami Giro Corp., we find some rather human 
interest. In the first place Giro had nothing to 
do with mechanics as you might think; it was 
a sort of investment trust. The Kid thinks it 
was a dizzy idea and that the name was fit.
The judge said the promoters showed "incor­
rigible optimism.”
From which we pass naturally to Ben James, 
past president of the Florida Institute, who is 
the latest to tell us that our tax comments are 
the best merchandise retailed by this Shop. 
Thanks, Mr. James. You are a gentleman and 
a scholar. (University of Pennsylvania Bache­
lor of Science, 1921.)
And the "Big Three” contribute the fo l­
lowing:
Otho Cartwright, Yale, 1893.
George A. Thomas, Yale, 1907. 
Lawrence Scudder, Yale, 1908.
Raymond Ives, Yale, 1908.
Lewis deBaun, Yale, 1908.
P. L. Babcock, Yale, 1914.
Wm. L. McGee, Princeton, 1909.
Allan Davies, Princeton, 1910.
Warren Nissley, Princeton, 1914. 
Frederick Johns, Princeton, 1918.
The only Harvard contribution to date is 
Harold Greely, and we don’t know what class 
to charge with him. Come on, you Johnnies. 
Have you got anything to meet the Eli '08?
Since so many customers like tax cases, 
we’ll give them a few more than usual this 
month. Mr. Mitchell, of the National City 
Bank, may derive some comfort from the case 
of Cole, U. S. District Court of Western 
Kentucky, in which it was held on March 
24 that the sale by a father to his son and 
subsequent repurchase was within the law. 
The Accountants Club will get small comfort 
from the case of the Quadrangle Club of the 
University of Chicago, decided the same day 
in the 7th Circuit Court of Appeals. It was 
held to be a social organization. Anybody 
who hasn’t made his Milwaukee convention 
reservations yet should read IT 2688. Six days 
before the big league baseball season opened, 
the Pirates got a present when the B.T.A. 
decided a contract case in their favor (Docket 
No. 60569).
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For genuine human interest read the case of 
Doggett, 23 BTA 744 reversed in the District 
of Columbia courts on April tenth. It involves 
a female prophet and her writings, which were 
without profit. Of much more practical im­
portance is the case of Cambell and Ginder, 
decided in California (U. S. Southern District 
Court) on February 8th; but the report did 
not reach us for two months. As you must 
know, the last Congress passed a large amend­
ment to the Bankruptcy Act aiding composi­
tions with creditors; this decision holds that 
such compositions do not result in income to 
the insolvent firm. If the appellate courts do 
not upset this judgment, it will be of the 
greatest help to those who wish to get out of 
financial troubles.
And by way of an Easter greeting, Robert 
Montgomery writes as follows regarding lease­
hold expenses: "Have you recently read Daly v. 
Anderson, 37 Fed (2nd), 728? Perhaps that 
is the reason for so much insistence. When I 
am asked about the case, my only reply is that 
my client actually got the money and has never 
been asked to return it.”
And now dear, brethren, to conclude our 
services for this morning, let us sing a psalm 
of praise to Seymour Winslow, whoever he 
may be. For in Collier’s for April 22 he has 
a good story, with a Certified Public Account­
ant as the somewhat amusing, but very plausi­
ble hero.
T h e  Sh o p  T a l k e r s  
"Tell me,” began Blank, looking at no one 
in particular, "is it necessary for an auditor 
to verify his client’s tax returns before cer­
tifying to the balance sheet?”
"No,” replied the Kid in a hurry. "He 
ought to be engaged to do both; but if he 
isn’t, then he shouldn’t.”
"But how then can he be sure that his bal­
ance sheet is correct?” inquired Blank. "Yes, 
I have a specific case in mind, but I won’t 
mention names.”
"Well,” said the Kid, "he can’t assume re­
sponsibility for what he isn’t employed to do. 
If you’re too scrupulous to take an audit with­
out tax engagement, there are plenty like my­
self who will, and qualify my certificate ac­
cordingly.”
"What do you say, Oldtimer?” said Dash.
"As usual, the Kid is a trifle impetuous, but 
basically right,” replied Oldtimer. "There are 
people who will not let the auditor make up 
the income tax return; I have such clients; 
and what the motives are need not be dis­
cussed. But in such cases I can estimate very 
closely what the tax return should show; and 
set up that amount as a liability reserve. Then 
if next year I find a balance in the reserve ac­
count, I adjust the surplus accordingly.”
"But don’t you think that failure to at least 
look over the client’s tax return is a serious 
matter ? There might be a serious omission of 
a liability; and State boards are suspending 
men for gross negligence these days.” Dash 
looked troubled.
"It would of course be necessary,” continued 
Oldtimer, "to demand the client’s tax files and 
scrutinize them carefully for some undisclosed 
or contingent liability. But after all the best 
balance sheet, after the most detailed audits, is 
an estimate. And while the refinements of the 
tax computation may lead to a different result, 
any C.P.A. can make a close estimate of the 
tax liability.”
"If any,” interrupted the Kid. "Nowadays 
this is just academic talk. These State taxes 
on gross assets and officers’ salaries are much 
more important.”
"I’ll say so,” broke in Sinbad. "If continued 
much longer the small corporation is doomed. 
Right now I’m helping two of my clients con­
vert their company into a partnership.”
"This tax avoidance thing may be bread 
and butter to us,” said Blank, "but it smells 
bad to the lay public. And by the same token 
the public has become suspicious of audit 
certificates with qualifications.”
"If they read them at all,” said the Kid. 
"But it brings us right back to where we 
started. If the corporation insists on restricting 
the scope of the engagement, what can its 
stockholders expect?”
"Hurray for the English!” said Oldtimer 
with unwonted enthusiasm, "or at least their 
companies act.”
"Glad you mentioned that,” said Blank, 
"because maybe you can tell us just how the 
English balance-sheet form started. Some peo­
ple say it is because of the law; but that’s 
hardly possible; the law simply followed the 
custom.”
"There are cynics,” replied Oldtimer, "who 
say that it was the work of a Scotchman; peo­
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ple other than Orientals, read from left to 
right; and the thing that would be of most 
importance to a conservative Briton, would be 
his liabilities; then he could see how much 
he had with which to meet them.”
"Clever!” exclaimed Sinbad. "But I doubt 
its authenticity. It’s a good idea at that, these 
times. One of our best banks uses it.”
"If you’ll pardon me,” began the Youngster, 
"I know another reason. My prof told it to 
us.”
"Hear, hear!” shouted the Kid. "A Daniel 
come from college.”
"Go ahead, boy,” said Blank. "Maybe you 
are right.”
"Well, the way I got it was this.” The 
Youngster went on. "When we close books 
today we only half close them. W e transfer 
nominal accounts to P. and L. and close that 
to capital. But the real accounts are merely 
balanced and brought down. Only in case of 
final dissolution are they truly closed.
"But in olden days it was the custom to 
really close the books. Liabilities were debited; 
assets credited in the journal. So that that 
book actually contained the balance sheet. 
Then at the first day of the new period, the 
books were reopened, by reversing the entry. 
That closing balance entry gave the proprietor 
his picture of the business; and it was men 
accustomed to that formality who prescribed 
the English form of Balance Sheet.”
"By gosh,” said Dash, "that explains it. 
Oldtimer, your boy didn’t go to college in 
vain.”
"Suffering cats!” said the Kid. "I should 
have figured that out. Why not more than ten 
years ago I went over the books of a good- 
sized outfit, which had at the head of the 
office an old German. And I remember how 
astonished I was at finding those journal en­
tries. And how the old boy told me they were 
common in his own country.”
"I’ll bet anything you please,” said Sinbad, 
"he wouldn’t tolerate a loose-leaf book either.” 
The Kid nodded assent as Oldtimer spoke. 
"I think you’re getting off the track, Sinbad. 
And come to think of it, I’ve seen that same 
closing and reopening balance account, though 
not for twenty-five years; and that bookkeeper 
was British. Anyhow, son, you’ve done your 
father proud; and hereafter when this gang 
wants accurate information, I’ll refer them to 
you at once.”
Economic Forces
( Continued from  page 259) 
were listed as psychological, technological, 
business-preference, savings and investment, 
financial, agricultural, and governmental.
The statement with reference to psycho­
logical causes follows:
" ( 1 )  It has been contended that the in­
stability of business is primarily due to suc­
cessions of states of mind. It is true that at 
times the business world is activated by a con­
tagious hopefulness, then by speculation, then 
by fear, and finally by a lethargy of despair. 
This being true, it is probably a potent factor 
in effecting the various changes in the business 
cycle. There are reasons for this series of 
emotions, as will appear in other connections; 
and there is significance in the mechanisms by 
which the changes in emotion are effected. 
Both at the peak of the boom and the bottom 
of the recession the psychological factors pre­
dominate in importance so far as the im­
mediate situation is concerned.
"One cause of the inhibiting emotions can 
be properly singled out for comment. It is 
the betrayal of trust. Far too many examples 
in both large and small business operations 
have become public during the current de­
pression. Such revelations undermine public 
confidence, foster hoarding, breed suspicion, 
and unsettle business. No condemnation of 
such practices can be too severe.
"Psychological factors in this analysis are 
classed as contributory, adversely affecting 
business stability. At the same time it is rec­
ognized that in certain states of the business 
cycle certain of such factors may be properly 
classed as primary in their effect.”
One member of the committee in signing 
the report expressed his opinion that sufficient 
stress had not been given in it to betrayals of 
trust and other violations of common honesty 
as primary factors in the upsetting of economic 
stability. __________________
In our last issue we commented on the an­
nouncement concerning the annual meeting of 
the United States Steel Corporation to the ef­
fect that the election of independent auditors 
by stockholders was newer than the actual use 
of independent auditors by the corporation. 
In this statement we were in error, as the cor­
poration has from the beginning elected its 
auditors in connection with the annual meet­
ing.
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Board of Examiners of Public 
Accountants 
STATE OF MARYLAND
NOVEMBER 21, 22, and 23, 1932
Auditing
Time Allowed: 9 A.M. to 12 M.—Answer All Questions Fully.
Question 1 (15 Points):
You learn, while making an audit of a corporation, that the cashier, who 
also has access to the customers’ ledgers, is indulging in personal extravagances 
not apparently justified by his known income. Under these circumstances, state 
your procedure in verifying cash. The books appear to be in balance.
Question 2 (15 Points) :
What are the more important problems arising in the audit of a general 
insurance agency ? The agency writes all forms of insurance except life, repre­
sents several underwriting companies and in addition does considerable broker­
age business; it also has a number of sub-agents. In your answer you may omit 
the routine cash audit procedure.
Question 3 (10 Points) :
The general ledger of The ABC Co. contains an account—Petty Cash Fund 
showing as at December 31, 1931, a debit balance of $200 which has remained 
unchanged for several years. On January 18, 1932, you begin your audit for 
the year 1931 and on that day you count the petty cash. You find the following 
items: Currency—ten $10; three $5; sixteen $1; twenty halves; fourteen quar­
ters; twelve dimes; four pennies. You also find a check dated October 6, 1931, 
signed by John Davis, a customer, for $82.00 and marked "returned because 
of insufficient funds”; an I O U signed by Harry Holls, the cashier, dated 
December 23, 1931, for $15; postage stamps amounting to $5.43; check dated 
January 20, 1932, signed by Allen Wilson, Secretary of the company, for $100; 
tickets marked, laundry $1.25; postage $6.00; stationery $4.20. Advance for 
travelling to Herbert Ogden, President, $50; you also find tickets marked Cash 
Sales January 15th, $82.60; January 16th, $106.10; January 17th, $28.30.
Prepare your audit working papers of the count including notes of items 
to be investigated by you.
Question 4 (15 Points) :
In anticipation of proposed financing, you are engaged to audit the accounts 
of a manufacturing company and particularly to certify to earnings of the five 
years ending December 31, 1931.
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You find machinery was purchased December 31, 1927. $15,000 cash was 
paid on that date and three notes given for $8,000 each due in one, two and three 
years respectively. The face value of these notes included six per cent interest 
(not compounded) to maturity.
All notes were paid when due, at which time the entire payments were 
charged to Machinery Account, as was also the initial cash payment. Deprecia­
tion at ten per cent per year was charged each year on the balance of the account 
as it appeared at the beginning of the year.
Show correcting journal entries and ledger accounts affected thereby.
Question 5 (10 Points) :
Would you consider it proper under any circumstances to allow the profit- 
and-loss account of a building contractor to be credited with profit on uncom­
pleted work ? Discuss fully.
Question 6 (10 Points) :
In auditing the accounts of a partnership engaged in mercantile business 
you find the account of a local broker with a debit balance of $2,140.00. In­
quiry develops the fact that several weeks prior to the end of their fiscal year 
your clients sold short 100 shares American Telephone and Telegraph at 102 
on which commission and tax amounted to $34.00. The margin required was 
$2,140.00 which explains the present status of the account. The market at date 
of fiscal year ending was 105, and at date of your audit was 110.
How should this transaction be shown on your balance sheet?
Question 7 (10 Points) :
Under what circumstances, if any, would you include schedules of accounts 
receivable and payable in an audit report?
Question 8 (15 Points) :
You have completed the first audit of the Treasurer’s accounts of an en­
dowed orphanage which has been in existence for ten years. All receipts pass 
through the Treasurer’s books and all disbursements are made by check.
The receipts consist of income from general and specific endowments 
(invested in orphanage property, bonds, stocks, ground-rents and real estate 
mortgages), Community Fund, church collections, and voluntary contributions. 
Two years ago a campaign for funds resulted in pledges which have been paid 
with the exception of $2,000.
The expenses appear reasonable and proper and are supported by vouchers. 
Few changes have been made in investments.
You were engaged to make a detailed audit of operations for the past year, 
and a complete examination of the investment and endowment accounts for 
the entire period.
You find the accounts in good order.
Write a brief, but comprehensive, set of comments on your audit and close 
with your certificate.
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Economics
Time Allowed: 1:30 P.M. to 4:30 P.M.—Answer All Questions Fully.
Question 1:
"Once goods have been produced, the only thing to do with them is to sell 
them for the best price which can be obtained, whether this price be above or 
below the cost of production. Hence it is ridiculous to assert that cost of pro­
duction determines price.” Discuss this statement, showing the true connec­
tion between price and cost of production.
Question 2:
In what direction and by what processes would you expect general wages 
in the United States to be affected by: (a) an increasing willingness on the part 
of people to save; ( b) greater ability among business men; (c) the reduction 
of immigration; (d)  a high protective tariff?
Question 3:
What is a monopoly? What is the law of monopoly price? Explain the 
public policy in the country toward monopoly, distinguishing different types of 
monopoly.
Question 4:
Why is it necessary for the Interstate Commerce Commission to set a value 
on railroads before the rate level can be set? Could market value be used for 
this purpose? Explain.
Question 5:
What would be the effect of a reduction of the tariff upon the exporting 
industries of the United States ? How would cancellation of the war debts affect 
the same industries ? Explain fully.
Question 6:
What factors have been responsible for the issuance of irredeemable paper 
money in different countries at various times ? What advantages may be derived 
from such a policy ? What are its evils ?
Question 7:
What methods may be used by the Federal reserve banks to restrict or to 
make easy the extension of loans by member banks ? Under what circumstances 
might the Federal reserve banks wish to restrict credit? Explain your answers 
fully.
Question 8:
What factors do you think were responsible for the period of prosperity in 
the United States from 1922 to 1929? What factors were responsible for the 
subsequent depression ? How do you think recovery will come about ?
292 THE CERTIFIED PUBLIC ACCOUNTANT May,
Practical Accounting
Time Allowed 9 A.M. to 1 P.M.—Answer All Questions Fully.
Problem 1 (25 Points) :
The Standard Manufacturing Company produces a line of goods in which 
certain metal parts form a major portion of the material cost. Although these 
parts were previously manufactured at the company’s plant, it had been con­
sidered advisable to close the foundry department and to purchase, beginning 
at the first of the current year, the entire output of a foundry company located 
in another city. The entire outstanding capital stock of the foundry company 
had been acquired by the Standard Company as of January 1, 1931. It was 
agreed between the companies that the purchase price of the metal parts would 
be the actual cost to produce by the subsidiary company, which was estimated 
at three cents a pound.
The Standard Manufacturing Company operated a cost system whereby 
standards were used and the estimated standard unit costs of the product sold 
were predetermined each year. These standard unit costs, including metal 
parts at the price it was originally estimated the subsidiary company could 
produce them, were used in determining the cost of goods sold by multiplying 
the number of units sold by the standard unit cost of the various elements of 
cost and crediting the respective inventory accounts with the amounts so de­
termined. Differences between actual overhead costs and those determined 
by use of predetermined departmental rates were charged or credited to the 
cost of goods sold account.
Although operations of the new company were not as economical as had 
been anticipated, the parent company obtained its entire requirements of 10,- 
000,000 pounds of metal parts from that source.
The depreciation, taxes, and other fixed expenses of the old foundry and 
other unused facilities were charged to the factory expense accounts, although 
the foundry buildings and equipment were not in use.
The inventory at the beginning of the year was priced so as to include 
metal parts at four cents a pound, the approximate cost at that date.
Physical inventories were not taken at December 31, 1931, and no adjust­
ments had been made to the inventory accounts to that date except for the 
usual monthly entries.
Labor costs remained constant during the year, and were approximately 
the same as amounts used in determining standard unit labor costs.
It was agreed that if the aggregate standard overheads based on produc­
tion approximated actual overhead, the standard amounts would be considered 
as cost for all practical purposes.
The market value of metal parts at the end of the year was approximately 
three and one-half cents a pound, and market conditions were such as to require 
the company to sell its finished product at prices to meet competition.
A trial balance of the parent company’s general ledger at the close of the 
year 1931 is as follows:
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Accounts receivable.....................................................$ 150,000.00
Accrued accounts payable............................................  $ 10,000.00
Bond discount deferred............................................... 50,000.00
Capital s to ck ...............................................................  1,000,000.00
Cost of goods sold.......................................................  1,380,000.00
Cash ............................................................................  50,000.00
Donations .................................................................... 1,000.00
Due to subsidiary company........................................  75,000.00
Funded debt—6%, due 1940....................................  1,200,000.00
Provision for Federal tax on income.........................  14,160.00
G oodw ill...................................................................... 400,000.00
Insurance paid in advance..........................................  2,000.00
Investment in subsidiary company.............................. 200,000.00
Inventories:
Metal parts .............................................................  400,000.00
Direct lab o r.............................................................  500,000.00
Overhead.................................................................. 250,000.00
Interest and bond discount........................................  95,000.00
Interest received....................... .................................  3,000.00
Income tax payable.......................................................  14,160.00
Notes receivable.........................................................  15,000.00
Notes payable.............................................................  50,000.00
Plant property.............................................................  2,200,000.00
Provision for bad debts..............................................  10,000.00
Reserve for depreciation............................................  500,000.00
Reserve for maintenance............................................  5,000.00
Reserve for doubtful receivables................................ 20,000.00
Surplus ........................................................................  490,000.00
Sales ............................................................................  1,900,000.00
Selling and administrative expense............................ 300,000.00
Vouchers payable .......................................................  750,000.00
Total ....................................................................$6,017,160.00 $6,017,160.00
The investment in the subsidiary company was carried at cost, which was 
$50,000.00 in excess of the net worth shown by its books. The difference rep­
resented losses from operations prior to acquisition of control by the parent 
company.
A summary of the inventory accounts for the year is as follows:
Metal Parts Direct Labor Overhead
Inventory, January 1, 1931. . . ___$200,000.00 $ 400,000.00 $200,000.00
Purchases.................................. ___  500,000.00
Payrolls .................................... 800,000.00
Factory expenses—at standard rates 407,000.00
Total ................................ -----$700,000.00 $1,200,000.00 $607,000.00
Standard cost of goods sold 300,000.00 700,000.00 357,000.00
Balance, December 31, 1931 . $400,000.00 $ 500,000.00 $250,000.00
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A statement prepared by the cost department shows the following:
Direct — Overhead—  Actual Overhead
Department Labor Actual Standard Over Under
Assembly .............. $500,000.00 $250,000.00 $248,000.00 $ 2,000.00
Finishing................. 200,000.00 80,000.00 84,000.00 $4,000.00
Pack in g ...................  100,000.00 30,000.00 27,000.00 3,000.00
General factory___  50,000.00 48,000.00 2,000.00
Foundry, etc...........  20,000.00 20,000.00
Total ...................$800,000.00 $430,000.00 $407,000.00 $27,000.00 $4,000.00
The factory expense ledger shows the following accounts which have been 
closed out through operation of the cost system:
Superintendence ....................................................................... $ 10,000.00
Indirect labor ............................................................................ 125,000.00
T axes ............................................................................................  50,000.00
Insurance.....................................................................................  75,000.00
Depreciation ..............................................................................  100,000.00
Maintenance and repairs.........................................................  15,000.00
Supplies........................................................................................ 50,000.00
Miscellaneous ............................................................................ 5,000.00
Total ...................................................................................$430,000.00
Prepare a balance sheet and statement of income and surplus of the parent 
company, making such adjustments as in your opinion are necessary to state the 
metal parts inventory at cost of purchases during the year, as requested by the 
company, and to clearly show in detail the various elements of the cost of goods 
sold. Also submit a certificate which, in your opinion, would be appropriate 
to accompany these statements.
Problem 2 (25 Points) :
The A Company is the owner of ninety per cent of the common capital 
stock of B Company, which holds ninety-five per cent of the outstanding com­
mon capital stock of C Company. In addition to these holdings A Company 
owns $50,000.00 par value of preferred capital stock of B Company, and the B 
Company owns 100 shares of the parent company’s common capital stock.
The outstanding issues of capital stock of the various companies are as 
follows at the close of the year:
Number Par Value
Company Class of Stock of Shares Each
A Preferred 7 % ........................ 5,000 $25.00
" Common ............................... 100,000 25.00
B Preferred 6%  Cumulative. . 10,000 50.00
Common ............................... 30,000 50.00
C Com m on................................. 10,000 None
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Dividends were paid on the common and preferred stocks of the parent 
company to December 31, 1931, at the rate of four per cent on the common 
and at the stated amount on the preferred. Common dividends for the year 
on the B Company’s stock were at the annual rate of eight per cent, and the 
dividends on the preferred stock had been paid to the latest dividend date. 
The C Company paid dividends for the year at $7.00 a share on its capital stock.
The entire income of A Company consists of dividends received from 
subsidiary companies, service charges to controlled companies, and interest on 
bank balances, etc. Its administrative expenses, etc., for the year were $45,000.00 
and interest received amounted to $1,000.00.
The C Company sells practically its entire output to B Company at prices 
which yield an average net profit of ten per cent. The inventory of B Company, 
which is valued at cost to that company, included products purchased from its 
subsidiary company valued at $100,000.00 and $150,000.00 at January 1st and 
December 31, 1931, respectively.
The following is a summary of the surplus for the year of the operating 
companies:
—Company—
B C
Net income from operations, before Federal tax on in­
come (after deduction of $50,000.00 supervisory fees
paid to A Company).....................................................$149,000.00 $163,400.00
Other Credits:
Discounts on purchases.................................................$ 10,000.00 $ 5,000.00
Interest received ...........................................................  7,000.00 1,500.00
Dividends received:
Affiliated companies................................................. 66,600.00
Others ........................................................................  3,400.00 100.00
Adjustment of property to appraisal............................ 100,000.00
Total .......................................................................... $ 87,000.00 $106,600.00
Total ..................................................................$236,000.00 $270,000.00
Other Charges:
Interest and discounts...................................................$ 25,000.00 $ 15,000.00
Federal tax on income—prior year.............................. 10,000.00 5,000.00
Dividends p a id .............................................................  150,000.00 70,000.00
Total ................. .................................................... $185,000.00 $ 90,000.00
Surplus for the year........................................................... $ 51,000.00 $180,000.00
You, as a public accountant, are called upon to prepare for publication a 
statement showing the earnings, before Federal taxes on income, applicable to 
the common capital stock of A Company for the year ended December 31, 1931. 
The statement must show also the earnings per share based on the shares of 
this stock held by the public at the close of the year.
Time Allowed 1:30 P.M. to 5:30 P.M.—Answer All Questions Fully.
Question 3 (20 Points) :
A, B, and C, who have been operating a business under a partnership 
agreement whereby each has a one-third interest, decide to liquidate the affairs 
of the firm.
The balance sheet of the partnership at the date of the beginning of the 
period of liquidation is as follows:
ASSETS
Current Assets:
Cash .....................................................$ 5,000.00
Notes and accounts receivable............. 125,000.00
Inventory............................................... 21,000.00
---------------  $151,000.00
Automobile ..............................................  900.00
G oodw ill................................................... 9,000.00
Total ................................................. $160,900.00
LIABILITIES
Current Liabilities:
Notes payable......................................$ 20,000.00
Accounts payable.................................. 45,900.00
Loan account—B ..................................  7,500.00
Salary payable to A ................................ 1,500.00
---------------  $ 74,900.00
Reserve for receivables.............................. 5,000.00
Capital Accounts:
A ........................................................... $ 26,000.00
B ...........................................................  35,000.00
C ...........................................................  20,000.00
---------------  81,000.00
Total ............................................  $160,900.00
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No salaries are to be paid the partners during liquidation, and C agreed to 
take the automobile in part settlement of his interest, immediate delivery being 
made at an agreed value of $300.00.
The following is a summary of the cash transactions during the entire 
period of liquidation:
First Second
Period Period
Collections:
Notes and accounts receivable..........  $75,000.00 $42,000.00
Sale of inventory................................ 15,000.00 2,000.00
Disbursements:
Payment of bank loan....................... . 20,000.00
Liquidation of accounts payable . 30,000.00 15,900.00
Expenses—n e t .................................... 3,000.00 2,000.00
To partners........................................ 20,000.00 Remainder
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For the purpose of this problem it is assumed that losses in the liquidation 
of current assets are not determinable until the final period, and that the 
partners have no assets except their interest in the business.
Prepare a statement showing the distribution of cash, as indicated in the 
foregoing tabulation, to partners during the first and second periods of liquida­
tion, and a statement of the partners’ accounts as shown by the books for the 
entire period. Working papers showing the determination of the basis of the 
distributions must accompany the solution of this problem.
Question 4 (30 Points) :
The Development Corporation acquired a tract of land in 1905 at a cost 
of $50,000.00. At the time the company had other properties, and did not begin 
development of this particular tract or attempt the sale of lots from it until 
about ten years later, when all other properties had been disposed of. During 
the interim taxes and other carrying charges, exclusive of interest, were charged 
to the land account, which showed a balance of $65,000.00 at March 1, 1913. 
In later determining the value at that date for tax purposes it was agreed with 
the Bureau of Internal Revenue that a fair appraised value was $300,000.00, 
and that the total cost of development work contemplated would be approxi­
mately $300,000.00 additional.
This valuation was not assigned to the various lots, but for the purpose 
of calculating the cost of the lots sold it was determined, based on the best 
available information and an estimated total sales price of approximately 
$1,000,000.00, that sixty per cent of the sales price of each lot was to be con­
sidered as its cost for accounting purposes, and the remainder as gross profit. 
It is understood that the accuracy of the resulting figures is dependent upon the 
company’s ability to realize the sales price estimated as of March 1, 1913, and 
to complete development of the land at the cost estimated at that date.
As a result of the agreement with the Bureau the land account was in­
creased to the appraised value plus estimated development cost, and the latter 
amount was credited to an appropriately described reserve account. The capital 
surplus account was credited with the difference between the appraised value 
of the land and its book value March 1, 1913.
When sales were made sixty per cent thereof was credited to the land 
account, a reserve for commissions created as hereinafter described, and the 
remainder was considered as unrealized profit to be taken into income as col­
lections were received on the installment sales, i.e., thirty-five per cent of an 
amount equal to all collections was considered as realized profit. Interest on 
the installment accounts was accrued but not taken into income until collected; 
the balances of the interest accounts as stated are correct.
Expenditures made for development work and carrying charges (taxes, 
etc., but exclusive of interest) subsequent to March 1, 1913, were charged to 
the reserve for development as they were incurred. There were no entries in 
the land account subsequent to March 1, 1913, except as hereinbefore mentioned.
Commissions to salesmen were allowed at the rate of five per cent of the 
sales price of the lots, but were not payable until a stated percentage of the
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sales price was received by the company in cash. A t the time the sales were 
recorded the liability fo r commissions was set up on the books and payments 
to salesmen were charged thereto as made. T he balance o f the deferred com­
missions account at Decem ber 31, 1931, is correct.
A  trial balance o f the general ledger o f the company at Decem ber 31,
1931, is as follows:
Cash .................................................................................. $ 10,000.00
Notes receivable................................................................ 35,000.00
Installment accounts receivable........................................  150,000.00
* Accrued interest receivable................... ........................... 10,000.00
Securities............................................................................  55,000.00
Building ............................................................................  6,625.00
Automobiles and trucks.....................................................  3,500.00
Land ..................................................................................  174,960.00
Inventory of supplies.........................................................  2,000.00
Unexpired insurance premiums........................................  140.00
Interest paid in advance..................................................... 175.00
Notes payable.................................................................... $ 35,000.00
Accounts payable................................................................ 12,000.00
Federal income tax payable..............................................  948.00
Accrued payroll.................................................................. 500.00
Deferred commissions.......................................................  2,500.00
Deferred p ro f it .................................................................. 50,000.00
Uncollected interest on installment accounts...................  9,500.00
Reserve for development................................................... 55,000.00
Reserve for depreciation................................................. 4,000.00
Capital s to ck ...................................................................... 75,000.00
Capital surplus .................................................................  195,000.00
Earned surplus .................................................................. 2,000.00
Realized profit on sales..................................................... 20,000.00
Interest on notes receivable and investments...................  2,500.00
Interest on installment accounts........................................  7,500.00
Salaries ..............................................................................  5,500.00
General Expense...............................................................  8,000.00
Advertising........................................................................  1,500.00
Depreciation ...................................................................... 1,200.00
Miscellaneous office expense............................................  2,000.00
Federal income tax.............................................................  948.00
Interest paid ...................................................................... 900.00
Total .......................................................................... $469,448.00 $469,448.00
*Includes interest on installment accounts, notes receivable, and investments.
Your examination of the accounts developed the following: 
The company had $5,000.00 on deposit in a closed bank in connection with 
which it is impossible to determine the probable loss involved or the dates on 
which withdrawal can be made. 
The president of the company was indebted to it on a note for $25,000.00, 
and advances of $8,000.00, evidenced by notes, have been made to employees.
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The investments had an approximate market value of $45,000.00. Securi­
ties of a book value of $50,000.00 and market value of $42,000.00 were pledged 
as collateral to notes payable.
The accounts receivable included accounts on which installments aggre­
gating $25,000.00 were past due. Collections aggregating $50,000.00 have been 
made during the year ended December 31, 1931. No provision for uncollectible 
accounts was considered necessary in view of the method of accounting in use.
Analysis of the reserve for development indicates that interest of $700.00 
on bank loans for general purposes has been charged thereto during the year.
Dividends aggregating $40,000.00 have been charged to the capital surplus 
account prior to January 1, 1931.
The only entry in the earned surplus account during the year was a credit 
of $5,000.00, being the amount of an adjustment of the contract price of certain 
road work performed in previous years which did not meet the agreed specifica­
tions. This amount was deducted from the final payment to the contractor in 
accordance with an agreement with him.
Prepare a balance sheet as of December 31, 1931, and statement of income 
and earned surplus (beginning with the realized profit based on collections) 
for the year ended that date such as you would include in a report on the audit 
of the company’s accounts. Any adjustments which you may consider necessary 
should be supported by journal entries with complete explanation and by 
working papers.
Questions and Answers Department
Editor, W. T. Su n l e y , C.P.A., Educational Director 
International Accountants Society, Inc.
O NE of our readers has asked for a solution 
to the interesting problem which was 
given as Problem 2 of The American Society’s 
Examination Service for November, 1930, 
C.P.A. Examination. This problem presents a 
condition which occurs not infrequently; the 
company has used its Machinery Account as a 
general place to put all kinds of entries re­
ferring to Machinery. Depreciation, loss on 
sales of machinery, cost of replacements, re­
building old machines, anything that refers 
to machinery finds its place in this account. 
When the accountant finds such a situation it 
is necessary for him to analyze the account and 
make whatever adjusting entries may be neces­
sary. So, in this problem such a case is pre­
sented and he is called upon to prepare the 
adjusting entries.
For this purpose, a schedule of depreciation 
is very useful, and can be arranged in such a 
way as to furnish the data needed for the 
adjustments.
A complication is introduced in the fact that 
it was necessary to move two of the machines 
in order to properly place a new machine. 
This expense might be charged off in the year 
in which it occurred if the company desired to 
do so. In this solution, however, it has been 
treated as an expense to be amortized over the 
life of the new machine.
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( ...................... ) Co m p a n y
Journal Entries 
(To adjust books for Machinery Valuations)
As of December 31, 1929
(1) Reserve for Depreciation.....................................................$ 22,822.17
Machinery ....................................................................
Earned Surplus...........................................................
To reverse entry recording appraisal pending proper 
adjustment of accounts.
(2) Machinery............................................................................ $ 29,000.00
Reserve for Depreciation............................................
To set up separate account for Reserve for Depreciation.
(3) Reserve for Depreciation.....................................................$ 7,606.67
Earned Surplus.............................................................
To adjust Reserve for Depreciation as of December 
31, 1928.
Balance in Account..................................$ 29,000.00
Corrected Balance per Depreciation
Schedule ............................................. 21,393.33
Adjustment ............................................ $ 7,606.67
(4) Depreciation........................................................................$ 5,380.72
Reserve for Depreciation............................................
To set up Depreciation for the year ended December 
31, 1929, as per Depreciation Schedule.
(5) Loss on Sales of Fixed Assets............................................ $ 3,416.67
Reserve for Depreciation.....................................................  6,583.33
Machinery ....................................................................
To record loss on sale of Machine B and to remove cost 
of machine and accumulated depreciation from the ac­
counts as follows:
Cost of Machine B— 1/1 /2 3 ................. $ 12,500.00
Less—Allowance on "trade-in” ............. 2,500.00
$ 10,000.00
Less—Depreciation 1/1/23 to 8 /1 /29 6,583.33 
L o ss......................................................... $ 3,416.67
(6) Earned Surplus......................................................................$ 688.00
Reserve for Depreciation..................................................... 512.00
Machinery....................................................................
To remove cost of old motor on Machine A and ac­
cumulated depreciation as follows:
Cost of Motor.......................................... $ 1,200.00
Less—Depreciation 1/1/22 to 5/1/27 512.00
L oss ......................................................... $ 688.00
$ 14,500.00 
8,322.17
$ 29,000.00 
$ 7,606.67
$ 5,380.72 
$ 10,000.00
$ 1,200.00
(7 ) Earned Surplus......................................................................$ 350.00
M achinery..................................................... $ 350.00
To remove cost of repairs to Machine B.
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(8) Reserve for Depreciation.....................................................$ 3,500.00
M achinery....................................................................
To charge depreciation reserve with cost of overhauling 
Machine C.
(9) Deferred Charges..................................................................$ 1,933.33
Amortization of Expense of Moving Machines C and D. 66.67
M achinery....................................................................
To remove from Machinery Account the cost of 
moving machines and to amortize that portion of cost 
applicable to 1929 at 8% per year.
(10) Machinery.......................................................................... $ 2,550.00
Earned Surplus .................................................................. 4,093.45
Reserve for Depreciation..........................................
To adjust accounts to appraisal values as per appraisal 
made by the A Appraisal Company, as of December 
31, 1929, as follows:
Machinery Account
Balance before adjustments..................... $ 71,500.00
D ebit—Entry ( 2 ) ....................................  29,000.00
$100,500.00
Credits—Entry ( 1 ) .........$ 14,500.00
(5 )  ....10,000.00
(6  )  .....1,200.00
(7 )   350.00
(8  )  ....3,500.00
( 9 ) .............2,000.00 31,550.00
Per Books...................................................$ 68,950.00
Reserve for Depreciation
Balance before adjustment....................... $ 22,822.17
Credits—Entry ( 2 ) ........ $ 29,000.00
( 4 ) ......... 5,380.72 34,380.72
Entry (1) . .. . . .$ 22,822.17
$ 57,202.89
" ( 3 ) . . 7,606.67
" ( 5 ) . . 6,583.33
" ( 6 ) . . 512.00
" (8) . . . 3,500.00 41,024.17
Per Books...................................................$ 16,178.72
Summary
Machinery Reserve Net
Appraisal .$ 71,500.00 $ 22,822.17 $ 48,677.83 
Per Books. 68,950.00 16,178.72 52,771.28
Adjustment $ 2,550.00 $ 6,643.45 $ 4,093.45
3,500.00
2,000.00
6,643.45
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Correspondence
February 27, 1933.
A. H. Carter, C.P.A., President 
New York State Society of 
Certified Public Accountants 
30 Broad Street 
New York City 
My dear Colonel Carter:
Referring specifically to the last paragraph 
of your letter under date of December 16, 
1932, the suggestion which occurs to me as 
being the most helpful in this whole matter is 
that, if the various organizations concerned are 
really interested in the solution of the prob­
lems which are presented as being difficulties 
in the way of accomplishing the objectives of 
the resolution passed by the New York State 
Society, the matter be referred to a joint com­
mittee.
This committee should give serious con­
sideration to all of the problems involved, and 
present to their respective governing bodies a 
suggested plan by which the things desired 
may be accomplished.
To this end I have appointed the following 
committee as a "preliminary committee on co­
operation in the consideration of this ques­
tion” : Messrs. D. W. Springer, Chairman; 
James F. Hughes, Eric L. Kohler, Frank W il­
bur Main and Herman C. J. Peisch.
This committee will have no power other 
than to analyze and suggest to the Board of 
Directors of The American Society a course, 
or courses, of procedure proper for The Society 
to adopt.
Assuring you on behalf of The American 
Society of my deep interest in this and any 
other projects which may be initiated for the 
advancement and welfare of the profession of 
the certified public accountant, and also of my 
sincere desire to be of any active assistance 
possible, I await receipt of your further valued 
favors.
With very kind regards, believe me to be, 
Sincerely yours,
R a l p h  W . E. C o l e , 
President of The American Society 
of Certified Public Accountants.
February 27, 1933. 
Messrs. D. W. Springer, Chairman
James F. Hughes Frank Wilbur Main 
Eric L. Kohler Herman C. J. Peisch 
Gentlemen:
It is a great satisfaction to me that you have 
been willing to accept appointment to the im­
portant special committee on cooperation in 
the consideration of the suggestions contained 
in the resolution adopted by the New York 
State Society on October 26, 1932.
The functions of this committee will be to 
consider ways and means by which the ob­
jectives of that resolution may be accomplished 
if and when other committees of other organi­
zations are appointed to meet for the purpose. 
Since no special committee has power to bind 
The Society, your duty will be to make a report 
to the Board of Directors suggesting what 
procedure The American Society of Certified 
Public Accountants should adopt, if any. The 
Board of Directors in any matter like that 
under consideration, would make a submission 
to the membership.
In the correspondence which I have had 
with the members of the Board of Directors, 
and the Advisory Committee, many comments 
have been received. These will be sent to you 
shortly under separate cover as copies of por­
tions of letters, etc., without identifying the 
source, and without thought that they shall be 
other than for your information, as to the 
ideas of other representative members of the 
profession on the subject in hand.
In a matter of this kind it is my opinion 
that our committee should not be hampered 
by instructions, either expressed or implied. I 
am confident that the ideals of the profession 
and the welfare of its members are safe in 
your hands and that, whatever may be the 
outcome of the conferences that are held, we 
will be proud of the manner of your conduct. 
I am happy indeed to have the privilege of ap­
pointing a committee composed of a personnel 
such as is contained in this committee, and on 
behalf of The Society, thank you for your 
willingness to serve.
If this office can contribute any assistance 
to the committee, before, during, or after, its 
deliberations, please call on me.
Sincerely yours,
R a l p h  W. E. C o l e ,
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April 8, 1933. 
Mr. John F. Forbes, President 
American Institute of Accountants 
620 Market St.
San Francisco, Calif.
My dear Mr. Forbes:
For some little time I have had a matter in 
mind to call to your attention. Various causes 
have delayed the communication, one being 
that I thought you would be in Los Angeles 
and naturally that we would see each other.
The subject to which I have reference is 
that part of your letter of January 13, 1933, 
addressed to members of the Institute, of 
which I am one, the particular portion I quote 
as follows:
"The communication to the Institute comes 
as a great surprise at this time, since neither 
the executive committee nor the officers of 
the Institute had been consulted by the presi­
dent of the New York State Society, and there 
has been no communication on the subject be­
tween the Institute and The American So­
ciety.”
To correct any misunderstanding on your 
part, may I say to you officially that The 
American Society had no more notice than had 
the Institute and was as much surprised by 
the contents of the communication from the 
New York State Society through its president.
The idea did not emanate from The Ameri­
can Society.
You refer also to: "The idea of consoli­
dating the two national organizations has been 
discussed in the past, but no plan at all ac­
ceptable has ever been presented.” Since the 
last discussion was held, to which this state­
ment must refer, The American Society has 
been precluded from any re-opening of this 
question by reason of the manner in which 
the previous discussion was closed.
For your information, also in the kindest 
spirit of cooperation, it has been my privilege 
to appoint a special committee to cooperate in 
the consideration of whatever plans may be 
thought worth study by the committee from 
the New York State Society and/or the com­
mittees from other State organizations of Cer­
tified Public Accountants. The State organi­
zations, as well as ourselves, are interested in 
everything which may lead to the further ad­
vancement and development of the profession 
of accountancy in the United States.
With very kindest personal regards, believe 
me to be,
Sincerely yours,
R a l p h  W . E. C o l e ,  
President.
April 25, 1933. 
Mr. Ralph W . E. Cole, President 
The American Society of C.P.A’s 
Van Nuys Building 
Los Angeles, California 
My dear Mr. Cole:
Upon my return from the Council meeting 
of the Institute, I find your kind letter of 
April 8th, referring to the communication 
sent out by me to the membership of the In­
stitute under date of January 13, 1933.
All that you say was perfectly understood 
by me and I had no thought that The Ameri­
can Society knew any more about the proposed 
consolidation than did the Institute. I simply 
wanted to inform the membership directly, in 
accordance with the present Institute policy, of 
what was transpiring rather than have them 
find out in a roundabout way through their 
State societies or through rumor.
I have not appointed a special committee to 
discuss this matter for the reason that the 
Executive Committee of the Institute, which 
as a matter of course would consider all sug­
gestions or carry on any negotiations, has more 
authority than any committee which I might 
appoint.
Looking forward with pleasurable anticipa­
tion to seeing you in Los Angeles on the night 
of May 19th, believe me, as always 
Sincerely and cordially,
J n o .  F . F o r b e s , President.
Henry P. Seidemann, C.P.A., of the staff of 
the Brookings Institute, Washington, D. C., 
gave an interesting presentation of the subject 
"Problems of Governmental Accounting” be­
fore the Washington Chapter of the National 
Association of Cost Accountants at its meeting 
on March 22nd.
He largely drew his illustrations from con­
ditions in the Federal Government and as 
brought out in recent studies in the State of 
New Hampshire, which has been completed, 
and in Iowa, which is now in progress.
Several Government officials were present, 
and the discussion which followed was not 
only interesting, but profitable.
May,
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Legislation
T HE Public Accountants Association of 
Wisconsin introduced an Assembly Bill on 
April 13, which attacks the professional stand­
ing of accountancy by providing in the first 
instance that the old law shall be repealed and 
that thereafter no further certificates as Cer­
tified Public Accountants shall be issued but 
that in their stead there shall be issued certifi­
cates entitling the holder to practice as a li­
censed public accountant.
Somewhat similar bills have been introduced 
in three different legislatures in times past, 
but have not been passed. The effect, of 
course, is to give to the present holders of 
Wisconsin C.P.A. certificates a monopoly in 
that they will be the only ones whose certifi­
cates will have a standing outside of the State. 
Every State has a C.P.A. law and the title Cer­
tified Public Accountant, or C.P.A. is recog­
nized in every State.
Of course the reason for this attempted new 
type of legislation is to enable waivers to be 
issued on what would be considered a fairly 
equitable basis. It would require all certified 
public accountants to register as licensed public 
accountants even though it could not deprive 
them of their certificates but at the same time 
it would permit all practitioners in the State 
who had not desired to avail themselves under 
the old law of an opportunity to secure a legal 
recognition.
The fee usually recognized for certificates 
either by examination, recognition or in the 
first instance, by waiver, has been $25.00. This 
bill, however, provides for a $10.00 fee, which 
is an admission in the bill itself that the cer­
tificate obtained has not a value corresponding 
to certificates issued by other states, has not 
even a monetary value to say nothing of a 
professional value equal to those issued prior 
to this time by Wisconsin or by other states.
This law reverts to the fundamental argu­
ment of the old National Association of 
Certified Public Accountants that a public ac­
countant should give a bond for the faithful 
discharge of his duties, violating the usual 
professional standard that the person who will 
not be deterred from the faithful discharge of 
his duties by reason of his professional re­
sponsibility, will hardly be deterred when he 
is under a $1,000.00 bond.
As one reads some of the very well-phrased 
provisions in the bill, he cannot reconcile them 
with the general attempt to break down recog­
nized, nation-wide standards.
The Montana law, passed by the recent 
Legislature and approved by the Governor 
March 6, is published elsewhere in this issue. 
The points of difference between the old law 
and the new are:
(1) Persons who have declared their in­
tention of becoming citizens are now eligible 
to take the examination. In the old law only 
citizens were eligible.
(2) The requirement in the old of one 
years’ practical experience in the office of a 
practicing accountant is not found in the new 
law.
(3) The reason for the above change is 
noted in that the substitute provision waiving 
the examination for those employed as State 
accountants, corporation license-tax auditors, 
State examiners or assistant or deputy State 
examiners, for a period of continuous two 
years immediately preceding the date of ap­
plication, which indicates the willingness on 
the part of the Legislature to substitute gov­
ernmental experience for practical accounting 
experience.
(4) The provision in the old law under 
which a candidate was entitled to a second ex­
amination without a second fee, was extended 
to permit at least two extra examinations and 
fixed a fee of $5.00 for any additional ex­
aminations.
(5) The favorable feature in the amend­
ments requires an annual registration for 
which a fee of $5.00 is charged.
(6) The new law provides a purported 
definition of a public accountant.
(7) The new law contains a saving clause 
with regard to its constitutionality.
A bill has been presented to the Florida 
Legislature, the purpose of which is to grant 
a certificate as a C.P.A. to any registered public 
accountant in that State who has been actively 
engaged in practicing accountancy for five 
years and has been registered with the Florida 
Board each year since 1927.
Two bills recently introduced in the New
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Jersey Legislature are intended to create two 
new departments, one a department of finan­
cial control, the other a department of auditing.
The department of financial control provides 
for a Director of Accounts who shall be a 
C.P.A. of at least three years’ standing as such 
or shall have had at least five years practical 
experience in the ten-year period immediately 
preceding his appointment as an accounting 
officer in a legally organized municipal, State, 
Federal or corporation accounting department.
In addition to the division of accounts there 
would be a division of purchase and a division 
of budgeting, all centering in the department 
of financial control.
The other bill establishes a department of 
auditing under the control and management 
of a controller and provides that "it shall be 
unlawful, without the written approval of the 
governor, for any officer, board, commission, 
institution, or agency of the State government 
to employ any auditor for the purpose of 
auditing the books and accounts thereof.” 
The evident purpose of the second bill is to 
permit a controller appointed under it to build 
up a sufficient force to do all the necessary 
auditing for the State government in its vari­
ous divisions and forbid the utilization of 
independent accountants. This is the most ex­
pensive possible manner of securing govern­
mental audits.
The recently passed accountancy Act in 
Arizona appears elsewhere in this issue. The 
more noticeable differences between the old 
law and the new, which was introduced by 
the public accountants, are:
(1) Instead of a board of three the new 
law provides for a board of five.
(2) The new law makes any member in­
eligible for reappointment within three years 
after the expiration of his term.
(3) The practical experience requirement 
has been reduced from three years to two.
The new law allows the substitution of a 
bachelor’s diploma or an educational equiva­
lent for the experience requirement.
The new law recognizes the right of the 
board to use questions furnished by the Ameri­
can Institute but requires that all examination 
papers shall be graded by the Arizona State 
Board of Accountancy, although the candi­
dates’ papers may be graded by the examiners 
of the Institute to apply on its admission re­
quirements. It is further required that the 
questions propounded at the examination shall 
be submitted to the entire board before being 
adopted, and that the board shall certify them 
as a reasonable and fair test of the applicant’s 
qualification and reasonably susceptible of 
answer and solution in the time allowed.
(4) The waiver section of the new law is 
the largest section in the law and is worth 
reading as reflecting all the possible combi­
nations which could be outlined.
(5) The new law provides for an annual 
registration of certificate holders for which a 
fee of $5.00 shall be charged.
(6) The old law provided a fine for its 
violation and the new law provides a fine and 
imprisonment or both.
(7) The new law defines the practice of 
public accounting which the old one did not.
(8) The new law contains the privilege 
communication clause and a savings clause.
The Pennsylvania Legislature has three 
codes before it for consideration.
In the Building and Loan Code there is a 
provision which reads:
B uilding  a n d  Lo a n  Code
Sen a t e  B ill N o . 625—Securities A ct 
Examination and Report by Board of Directors
(A )  The board of directors of every as­
sociation shall (at least) once in each year 
make or cause to be made at least three of 
(its) the members of the board or by (ac­
countants) a certified public accountant em­
ployed for the purpose of a detailed examina­
tion of the books, papers, securities and affairs 
of the association and the loans thereof (with 
the special duty of ascertaining the safety and 
present value of the loans and investments of 
the association and the value of the collateral 
security if any held in connection with any 
loans) and into such other matters as the De­
partment may require. The board of directors 
shall have the power to employ such (assist­
ants) certified public accountants as they may 
deem necessary to make such (examinations) 
examination.
(B ) As soon as (any) such examination is 
completed a detailed written report thereof 
signed under oath or affirmation by the direc­
tors or certified to by the (other persons) cer­
tified public accountants making such exami­
nation shall be sent to the Department. A
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copy thereof shall be placed on file (in) with 
the association and properly noted on (the) its 
minutes.
The Banking Code contains the following 
provisions:
B a n k in g  C ode
Se n a t e  B ill  N o .  4 4 6 — Se c t io n  50 7  
Examination and Report by Board of Directors 
or Trustees
(A )  The board of directors or the board of 
trustees of every incorporated institution shall 
(at) (least) once in each year make or cause 
to be made by at least three of (its) the mem­
bers of the board or by accountants employed 
for the purpose, a (detailed) complete ex­
amination of the books, papers and affairs of 
the incorporated institution and the loans and 
discounts thereof (with the special duty of as­
certaining the safety and present value of the 
loans, discounts and investments of the in­
corporated institution and the value of the 
collateral security if any held in connection with 
any loans or discounts) and into such other 
matters as the Department may require. The 
board of directors or the board of trustees 
shall have the power to (employ) use such 
assistance as they may deem necessary to make 
such examinations.
(B ) As soon as (any) such examination is 
completed a (detailed) complete written re­
port thereof signed (under oath or affirma­
tion) and certified to by the directors or 
trustees or by the (other persons) accountants 
making such examination shall be sent to the 
Department. A copy thereof shall be placed 
on file in the incorporated institution and 
properly noted on the minutes.
(C ) A  certificate by an auditor or comp­
troller of an institution employing a continu­
ous audit control or similar system approved 
by the Department may be accepted by the 
Department in lieu of the examination re­
quired by this section.
The Corporation Code contains the fol­
lowing:
C o r p o r a t io n  C o de  
Se n a t e  B ill  N o .  26 2— Se c t io n  318
Financial Report to Shareholders. Unless 
the by-laws expressly provide otherwise, the 
directors of every business corporation shall 
cause to be sent to the shareholders within 
(thirty) ninety days after the close of (the) 
its fiscal (or calendar) year a financial report
as of the closing date of the (succeeding) pre­
ceding (or calendar) year. Such report shall 
give a summary of the assets and liabilities of 
the corporation, the amount of dividends paid 
or (delivered) declared during the past year, 
the condition as to surplus or deficit and how 
acquired or created, the number of shares 
issued and outstanding together with any such 
particulars as are necessary to disclose the 
general nature of the liabilities and assets of 
the corporation. The report shall also set forth 
a balance sheet as of the closing date of the 
preceding fiscal or calendar year together with 
a statement of income and profit and loss for 
the year ended on that date. The statement 
of income and profit and loss shall be pre­
pared in the form ordinarily used by account­
ants for the particular kind of business carried 
on by the corporation. (All) Unless the by­
laws expressly provide otherwise all such re­
ports shall be (certified) verified by (an audi­
tor) a certified public accountant who is not a 
director or full-time employe of the corpora­
tion or by a firm of practicing public account­
ants at least one member of which is a certified 
public accountant. The accountant or firm 
shall be elected by the shareholders of the 
corporation.
  State Board News  
NEW MEXICO
Fred Feasel and C. L. Linder, both of Al­
buquerque, have been appointed as members 
of the New Mexico State Board of Account­
ancy to succeed R. B. Horton and J. B. Ste­
phenson, whose terms have expired. The 
Board has reorganized with Guy A. Douglass, 
of Silver City, President; Fred Feasel, Secre­
tary-Treasurer; C. L. Linder, Member.
* * *
NEW YORK
Announcement is made of the reappointment 
of Walter N. Dean, of New York City, to the 
State Board of Examiners. Mr. Dean is Sec­
retary of the Board.
Announcement is also made of the appoint­
ment of Morris Troper, C.P.A., of New York 
City, to serve as a member of the Grievance 
Committee. Mr. Troper fills the vacancy cre­
ated by the death of James F. Farrell.
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OUR READERS’ FORUM
Contributions for this section will be limited to in the neighborhood of 250 
words. A free but short expression of opinion is requested on subjects in which 
the certified public accountant is interested.
THE LARGER RESPONSIBILITY OF THE 
CERTIFIED PUBLIC ACCOUNTANT 
By S. N. Ric h a r d so n , C.P.A ., Norfolk, Va.
Members of the great professions should 
be constantly seeking the enlargement of the 
scope of their activities; the pushing back of 
the limits currently attributed to their particu­
lar field.
It is so, I hope, with the Certified Public 
Accountants.
The general service the Certified Public Ac­
countant renders covers, of course, auditing, 
tax work, systematizing, and special investiga­
tions, etc., all of which are of tremendous 
importance to the business world.
There is, however, one phase of what I 
term the larger responsibility of the Certified 
Public Accountant, I wish you to consider at 
this particular time, which is to see that so far 
as possible business is conducted in accordance 
with the great fundamental principles of right 
and wrong.
There is small doubt but that all of you will 
agree that the thoughts, efforts and activities 
of individuals should be subject to certain 
fundamental principles of right and wrong, 
and that in the long run the highest rewards 
of this world are enjoyed only when our 
thoughts, efforts and activities are guided by 
these fundamentals.
Some one has wisely said that an institution 
is only the lengthened shadow of some man. 
In other words, business institutions being 
made up of human beings should be subject, 
in the final analysis, to the same great laws
that should govern the conduct of man. 
Therefore, the Certified Public Accountant, 
when thoroughly aware of these great laws, is 
specially fitted, due to his training and ex­
perience, to show the danger signal when, in 
his opinion, a departure is made from the 
fundamentals.
It is not desired to define the laws that 
should govern the conduct of business. They 
are known by all of us. In my opinoin, it is 
utterly impossible for any business institution 
to achieve its greatest possibilities and render 
the greatest service unless its affairs are con­
ducted in full accord with the great principles 
of right and wrong. It would be well for 
every business to labor to keep alive that 
spark of divine Fire called conscience.
Readers Forum:
In statements submitted by banks to the 
general public they do not show that the gov­
ernment bonds held, are in part behind secured 
claims, as moneys received from postal savings 
departments. These postal savings are en­
trusted to the bank on condition that there be 
deposited with the Treasury U. S. Government 
bonds to the amount of postal savings the 
bank has received.
What is the reaction among the various ac­
countants as to whether this is in accord with 
high accounting principles, and whether this 
could actually be considered as a gross mis­
statement of fact, almost amounting to fraud?
Being a newcomer, I wish to be merely 
known as
B. C.
ANNUAL MEETING
Milwaukee, Wisconsin
September 18, 19, 20, 21
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An Auditor’s Epistle*
(Being the Attempt of a C.A . Student to Follow His Text-Book Literally) 
Found in the W.P.B., by Jo h n  Pa r t o n , C.A .
"I T is most important that an auditor express 
his findings and opinions in good, simple 
English. His aim must be to write so clearly 
that his report cannot possibly be misunder­
stood. He will not err if he follows the simple 
language of the Bible . . . etc.”
— (Montgomery’s "Auditing” p. 237.)
1. Thomas, whose surname is Smith, a 
member in communion with the Chartered Ac­
countants, which are in Winnipeg, to the Di­
rectors of the Golden West Peanut Company:
2. Grace and greetings unto you, and peace.
3. I am bound to thank you, inasmuch as 
ye have considered me worthy of your con­
fidence.
4. For, behold! the post one morning was 
a heavy one! yea, a goodly mail was brought 
unto me.
5. And, verily, so large a letter was written 
by he, your scribe, wherein ye bade me enter 
into your business home to make investigation.
6. Whereat I girded up my loins, and gat 
me to the house known as threescore and five, 
on the street which is called Main.
7. And, lest any should say to me, by what 
right comest thou hither, behold! I carried 
the epistle which I received from you, and 
held it out for all men to see.
8. And having spoken unto them who had 
charge of the books of Account, and told of 
my mission, lo ! they brought me the books of 
Account.
9. Even the ledgers, and the cash books, 
and the journals, and all the books wherein 
your business is recorded.
10. And I began to check them with my 
checks; even a check to every item; a green 
check, checking the items one against another.
11 . And behold! as I checked, item against 
item, I found that some items could not be 
checked, and lo! there was no item against 
which to check them. And I marvelled greatly.
12. For so it was, that when I searched but 
could not find the items to check, I said unto 
myself, surely there is wickedness here:
*Written in 1916, and published in April of that 
year in the Canadian Chartered Accountant.
13. Surely someone with evil intent hath 
taken advantage of his trust for his own gain.
14. Then I said to those who were in au­
thority, surely someone with evil intent hath 
taken advantage of his trust for his own gain.
15. Bring unto me, I pray thee, the man 
who is charged with the treasury. And they 
brought him, and he stood before me, face 
to face.
16. And I spake unto him and said, What 
hast thou done? Wherefore do I find thus 
and thus?
17. And he looked, and behold! my visage 
was stern and my countenance commanding.
18. Then he cried with a loud and exceed­
ing bitter cry, and said, Lo! I am undone. 
Surely my sin hath been discovered, and what 
shall I do?
19. And he confessed his sin, and said, 
For I was led into evil ways, even the ways of 
evildoers, who play the game, even the game 
of fireiron, hitting the can, the can of strong 
wine.
20. And my spirits were high, and I said, 
surely my fortune will be great. But the stakes 
were high, and those who played were skill­
ful, even beyond my skill.
21. And it came to pass that on a certain 
day I sacked the treasures of gold entrusted 
to me.
22. Believing in my heart that fortune 
would be mine. And so I struck the can with 
a mighty strike. But fortune favored me not, 
and so the treasures were taken from me.
23. And when he had finished speaking, he 
rent his clothes and mourned.
24. And now I offer this, my report, for 
whosoever committeth sin transgresseth the 
law; and ye have the matter in your own 
hands.
25. As for the lists and the values of the 
treasures which ye have lost by the dishonesty 
of your servant, are they not written in the 
schedule which I give unto you with this my 
report ?
26. And I salute you with many salutations. 
Amen.
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The Nation’s Future Audit
By F. N o rm an  H e arn , Minneapolis, Minn.
Instructor in Accounting at American Business College, Minneapolis, Minn.
T H E  greatest business organization in the 
world has no audit —  the Government of 
the United States of America. For years un­
warranted expenditures have been made by 
both governmental bureaus and individuals 
to the end that at the present time the people 
of the country find themselves heavily burdened 
by the most stupendous and unprecedented 
peace-time revenue bill ever written. During 
periods of plenty the masses are prone to over­
look the many operations of the national gov­
ernment, and will not question very strongly 
expenditures made by that body. However, the 
financial chaos experienced during the past 
three years has brought to light potently the 
real causes underlying the increased taxation 
as well as the condition of financial instability 
into which the governmental institution has 
fallen. People have individually voiced dis­
approval, and the press has given many 
opinions relative to certain extravagances, but 
no definite method of approach has been de­
vised. This article will set forth in detail a 
working plan for placing an efficient internal 
check upon all governmental activities, at the 
same time making possible a periodical audit 
and investigation comparable to that employed 
by any and every large industrial organization. 
The stockholders of a corporation demand an 
accounting—why should not the people of this 
nation require an audit of their greatest enter­
prise ?
In its present set-up, the accounting and 
auditing divisions of the National government 
are materially weak and have little or no real 
driving power to carry to a definite conclusion 
their findings, nor have they authority to reach 
to the highest point in the organization, namely 
— the Congress. There is the General Account­
ing office with the Comptroller General in 
charge, the Treasury Department with its six 
auditors, and then the Bureau of the Budget. 
In so far as the activities of these branches are 
concerned they are routine, most of the ac­
countants being clerks, and there is no real 
outstanding power to unite all operations into 
a strong front and fight any issue, no matter 
how high up.
The General Accounting office controls treas­
ury receipts and disbursements, settles and ad­
justs claims against and due the Government; 
supervises the accounting system and lastly 
makes investigations for Congress on finan­
cial matters. It does not, however, make investi­
gations of Congress, and therein lies its great­
est weakness.
The activities of the other divisions are minor 
in so far as a direct audit is concerned, as the 
brunt of the accounting falls on the shoulders 
of the Comptroller and his office. But, with­
out sufficient power and freedom of action the 
Comptroller can go so far and no farther. He 
is really bound in that he cannot audit any­
thing above the point where the financial opera­
tions of Congress begin. This brings us to the 
point where the proposed development should 
take place, the remedy advanced, the cure per­
formed.
The auditing machinery necessary to put into 
motion an internal check of all financial gov­
ernmental operations, as well as regulating an 
accounting system making possible a periodi­
cal investigation will consist of a board of ac­
countants numbering nine, one of which will 
act as chairman. The members will be ap­
pointed by the President of the United States 
with ratification by the Senate. They will have 
attained the age of thirty ( 30) years at the 
time of appointment, and be of American birth. 
To be eligible for a place the members shall 
have had at least ten years’ public accounting 
experience. The term of office will be for a 
period of twelve years.
The proposed board should have a place on 
the national horizon with powers equal to those 
granted to the country’s highest tribunal— the 
Supreme Court, and shall be upon an equal 
plane with the Legislative, Executive, and 
Judicial departments. Unless such board be 
given the same footing as the other supreme 
divisions it will fall short of its purpose. The 
problems and situations with which it will be 
compelled to deal will originate in those de­
partments. Consequently it must have the au­
thority to advise, criticise, and even dictate, 
the financial policies of every branch of gov­
May,
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ernmental activity. It shall have access to all 
records and supporting data pertaining to 
every receipt, investment, and expenditure. It 
will supervise a periodical audit and render 
statements of progress and condition for publi­
cation. The board will keep the budget in 
balance at all times. Every Congressional bill 
dealing with the receipts or expenditures of 
money shall come across its desk for final ap­
proval before passage.
It will also have the power to make elimina­
tions of Federal bureaus and departments if, 
and when necessary, and to change existing 
provisions for expenditures in order to effect 
economies. The board should have the au­
thority to require that Congress will act upon 
its suggestions relative to expenditures during 
the legislative session in which presented, and 
not be shelved until some later session. In 
short, the Board of Accountancy should be a 
supreme moving force controlling the finan­
cial transactions of the governmental body and 
especially the monetary activities of Congress, 
individually and collectively.
In order to give birth to an organization of 
this magnitude, it would seem that new legis­
lation might have to be adopted, and possibly 
that may be necessary. In as much as this 
board would have powers of an unusual de­
gree, authority even above that of Congress in 
financial matters, it is possible that such a 
vehicle may have to be submitted to the peo­
ple of the country for consideration and final 
approval. This, the writer admits, would be 
a gigantic undertaking. It will not come this 
year, and probably will not be initiated within 
the next five years, but come eventually it surely 
must, as sure as night follows day. Possibly 
another period of world-wide deflation must 
come and go before this idea is taken to the
public heart. If it was taken to a referendum 
it would undoubtedly be accepted with elation, 
for its concepts are so vital to the direct inter­
ests of the people that no doubt would exist in 
their minds as to its feasibility. It might be 
created by the Chief Executive of the nation, 
and this method would greatly simplify its en­
actment and hasten its operation. It is unlikely 
that through Congress such a plan would be 
sanctioned, for, as we have seen, its duties are 
such as to prohibit such action ever being 
taken. The writer does firmly believe, how­
ever, that an institution built along these lines 
will sometime, somehow, be adopted with great 
beneficial interests to this country.
It would have to be amply protected by law 
in all its dealings, and be given wide latitude 
in its operations. This is an essential require­
ment, and must be given considerable weight.
Ridicule has always been heaped upon new 
ideas—people are ever prone to cling to that 
which is old and established. In just such man­
ner did they scoff at those who suggested that 
the human voice might be carried on a wire, 
and later without anything but space; they 
were made the object of jest for prophesying 
the flight of man in the air. In as much as 
human nature is the same now as always, there 
is small possibility that the program proposed 
by this article will be received by open arms 
and immediately placed into operation. De­
spite this opposition the problem still remains 
to be solved, now or in the future, and to 
those open-minded citizens who give this plan 
sufficient thought and consideration, its value 
and practicability cannot be doubted. When 
this or some like plan is finally adopted, taxes 
will be lower, a balanced budget will exist, and 
the gross governmental extravagances now pre­
vailing will be forever abolished.
The Chicago Stock Exchange
Listing Principles Adopted by the Governing Committee on March 2 1 , 1933
1. No security can be bought or sold on The 
Chicago Stock Exchange unless and until its 
listing shall have been accepted by the Gov­
erning Committee upon an application signed 
and sworn to by a duly authorized officer of the 
corporation issuing the security. The Chicago 
Stock Exchange for many years has had no so- 
called unlisted department, nor does it list
securities upon data or application filed by its 
own members or any person other than the 
Company itself.
2. The application shall contain a full state­
ment of the experience and reputation of the 
management as well as a description and his­
tory of the applicant Company.
3. Clear and informative financial state­
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ments, including a balance sheet, profit-and- 
loss statement and an analysis of surplus, shall 
be submitted as part of each application. Such 
financial statements shall truly disclose the past 
operations and present condition of the Com­
pany, and shall be certified to The Chicago 
Stock Exchange by duly qualified independent 
public accountants, whose certificate shall be 
set forth in full as a part of the application.
4. The securities themselves shall be as proof 
against forgery or fraudulent alteration as it is 
possible to prepare them. They shall be fully 
steel-engraved, unless they are to be outstand­
ing only temporarily.
5. The applicant Company shall maintain 
a transfer agency and a registrar in the City 
of Chicago. To safeguard against the issuance 
of unauthorized stock, the registrar shall be an 
independent, responsible trust company. Only 
independent, responsible trust companies may 
act as trustees for listed bond issues.
6. The validity and legality of the securities 
listed shall be approved by competent legal 
counsel, who shall not be an officer or director 
of the applicant company.
7. Securities will not be listed coincident 
with a public offering. Applications will only 
be considered when the Company demonstrates 
that the securities to be listed are sufficiently 
distributed to the public to assure a free and 
open market.
8. Distribution of additional securities of a 
class already listed shall be made only after ap­
plication to list such securities shall have been 
made, and the methods of proposed distribu­
tion shall have been found unobjectionable by 
the Exchange.
9. Applicant companies shall agree to mail 
to the Exchange and to their stockholders with 
the notice of the annual meeting a report of 
the operations for the preceding fiscal year, 
including a balance sheet, profit-and-loss state­
ment, and analysis of surplus. Such financial 
statements shall be clear, complete, and infor­
mative. They shall truly disclose the operations 
and condition of the company, and shall be 
certified by duly qualified, independent public 
accountants whose certificate in form satisfac­
tory to the Exchange shall be attached.
10. The Chicago Stock Exchange favors a 
policy of full publicity; after a security has 
been listed, the public and the press will be 
given access to listing applications and to re­
ports filed with the Exchange.
Cost Accountants
T H E  National Association of Cost Account­
ants has completed arrangements to hold its 
Fourteenth International Cost Conference and 
Convention at the Waldorf-Astoria Hotel, 
New York, June 12 to 15, 1933. Indications 
now are that the registration will exceed 1,500. 
Non-members are invited and may participate 
in the Conference on payment of a small regis­
tration fee.
The newest developments in accounting ma­
chinery will be exhibited and demonstrated by 
the leading manufacturers. The Jade Room 
and Astor Gallery will be occupied by the ex­
hibition during the entire Convention.
Immediately following the Convention 
many of those attending will embark for a 
week-end cruise to Bermuda aboard the new 
Furness liner, Queen of Bermuda, on an especi­
ally arranged cruise to round out a week of 
intensive technical and friendship-fostering 
activities.
The technical meetings held each morning 
and afternoon during the three days from 
June 13th to 15th will cover such topics as 
Reconstruction of the Balance Sheet Under 
Present Economic Conditions, Pricing for 
Profit, Municipal Accounting, Debatable 
Points in Cost Accounting, Budgetary Control 
for the Small Business, and Standards and 
their Application to Distribution. Members 
may contribute their own views, as a good part 
of the time will be devoted to open discussion.
Visitations to many industrial plants in the 
New York area will be made during the Con­
ference. Sight-seeing trips for those more in­
terested in viewing the city’s unusual features 
are also scheduled for Monday, June 12th, 
such as Radio City Music Hall back-stage, 
Police line-up, Holland Tunnel, George Wash­
ington Bridge, luncheon on a transoceanic 
liner, etc.
Beginning with the Presidents’ Reception, 
Dance and Riviera Carnival to be held in the 
Grand Ballroom on Monday night, the suc­
ceeding two evenings will be devoted to ex­
tending and fostering friendships.
The Women’s Auxiliary of the New York 
Chapter has organized itself into a Committee 
of Hostesses to receive and entertain the wo­
men who attend the Convention. An outing 
to Jones Beach, golf, sight-seeing tours, shop­
ping trips, a fashion show and other features
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form a comprehensive program throughout 
the Conference for the women who will not 
attend the technical meetings.
Non-members who wish to attend the Con­
ference may secure further information from 
the Association’s National Headquarters, 1790 
Broadway, New York City.
The Woman Accountant
Women members of the accounting profes­
sion will find much to interest them in the 
two-day Institute of Occupations which will 
be a feature of the Biennial Convention of the 
National Federation of Business and Profes­
sional Women’s Clubs, at the Hotel Stevens, 
Chicago, July 9-15. Through this Institute 
the Federation is making a survey of trends 
in 30 major occupations. Outstanding speak­
ers in each vocation will report upon the status 
of women in their field, indicate the oppor­
tunities which exist for the beginner and the 
experienced worker, and suggest the outlook 
for the future.
While the round tables on accounting and 
bookkeeping, credit management and finance 
will be of greatest interest to our membership, 
they may acquire suggestions of practical value 
in round tables for other vocations, such as 
advertising and promotion, aviation, commer­
cial art, cosmetology, general office positions, 
home economics, hotel and restaurant posi­
tions, insurance, journalism, legal profession, 
library work, medicine, motion pictures, music, 
nursing, office management, osteopathy, own­
ership and management, personnel and em­
ployment management, public office, radio, 
railroad positions, real estate, retail store serv­
ice, secretarial work, social work, teaching: 
primary, secondary, college.
The occupational round tables are open to 
any one who is interested. Those who are not 
members of the Federation will be charged a 
nominal fee.
The two-day Institute will climax in an Oc­
cupational Dinner on Tuesday evening, July
11, at which Miss Mary Stewart, of Washing­
ton, D. C., Education Chairman for the Na­
tional Federation of Business and Professional 
Women’s Clubs, will preside, and at which a 
speaker from each occupational field will sum­
marize the findings in her field.
Miss Frances Cummings, 1819 Broadway, 
New York, N. Y., Educational Secretary for 
the Federation, is arranging the round tables.
Borrower vs. Lender
I N  Collier’s for July 22, 1932, the late Presi­
dent Coolidge, writing on the "Double 
Faith in Banking,” said:
"Banks are both borrowers and lenders. 
They borrow from their depositors and lend 
to their customers. For that reason their 
managers find themselves between two con­
flicting forces. In the first place, they must 
be able to pay their depositors whenever re­
quested. In the second place, they must keep 
their funds invested to get earnings for ex­
penses and dividends and to function as 
sources of credit for business. The depositor 
wants safety, all the interest he can get and 
his money on demand. The borrower wants 
low interest and some assurance that he can 
have credit as long as he needs it and keeps 
his security good. Both of them must have 
faith in their bank.”
In the North Pacific Banker for August, 
1932, C. A. Rude, Vice-President, Security 
First National Bank, Los Angeles, writing 
with reference to outside counsel said:
"I believe one of the first principles to fol­
low in lending money is to be sure you have 
all pertinent facts. In securing these facts, 
consultation with the borrower is necessary, 
and a feeling of mutual understanding should 
be automatically created. The borrower will 
then look to you for counsel and advice and 
will keep you informed of his problems.
"The many signs of impending danger may 
appear in balances, steady loans, large with­
drawals, or a falling off in sales and profits. 
When any such signs appear indicating all is 
not well, call in the borrower for a frank dis­
cussion. The necessity for developing this 
contact cannot be emphasized too strongly. 
If you have not cultivated a feeling of un­
derstanding which makes it possible to discuss 
his problems freely, the loan has been im­
properly handled.
"When adverse indications appear, it may 
be necessary to get a closer picture. If you do 
not have the report of a certified public ac­
countant, now is the time to get one. It should 
be complete in every detail, showing schedules 
of assets and liabilities. If you are not satis­
fied with the value of assets as given, secure 
the services of an expert to determine them. 
There should be a complete breakdown of
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various expense items such as sales expense, 
administrative expense, and so forth. A review 
of this information will probably locate the 
cause of trouble. The C.P.A. report is not 
asked for from any distrust of the manage­
ment. They may honestly believe their ac­
counting methods are correct. They are faced 
with a condition which indicates that some­
thing is wrong. Bank money has been loaned, 
guessing is out of the question, and facts are 
needed. Lack of information is responsible 
for most credit problems.
"Discussion with the borrower and study of 
the C.P.A. reports may indicate that closer su­
pervision is necessary. This may be obtained 
through budget control. The budget is the 
projection of proposed operations into the
The Value of the Unqualified Certificate*
By D a r b y  Se r e , C.P.A., New Orleans, La.
necessarily qualify his certificate in respect 
thereto.
To illustrate the nature of some of the 
qualifications which may appear in a certifi­
cate, I will give you an example of a qualified 
certificate.
Q u a l if ie d  C er tific a te
We have audited the accounts of the "A” 
Company as of December 31, 1932. No pro­
vision has been made for depreciation, for 
losses on doubtful accounts receivable, for 
Federal income tax, or for such loss as may 
be sustained on account of pending litigation.
We certify that, with the foregoing excep­
tions and subject to the Company’s valuation 
of inventories, the above Balance Sheet is, in 
our opinion, correct.
Jo h n  D o e  & Co., 
Certified Public Accountants. 
Let us compare the above qualified certificate 
with the following unqualified certificate:
U n q u a l if ie d  C er tific a te
We have audited the accounts of the "B” 
Company for the year ended December 31,
1932, and
We hereby certify that, in our opinion, the 
accompanying Balance Sheet and Statement of
A S  a first step to the discussion of this sub-
ject, let us consider what is meant by the 
term accountant’s certificate.
The auditor’s certificate is a statement signed 
by the auditor, purporting to express his opin­
ion:
1. As to the financial condition of a busi­
ness,
2. As to the results from operations of a 
business, or
3. As to any facts which the auditor in his 
professional capacity has investigated.
Its function is to assure the recipient of a 
certified statement that all essential facts are 
shown thereon, and that all the facts shown 
are substantially correct.
The certificate should be complete in itself, 
and the words used should be so clear, so de­
void of ambiguity, that the simplest reader 
would not be deceived.
There is not a first-year student in account­
ing who has not learned that the certificate 
signed by a Certified Public Accountant must 
be honest and straightforward.
In cases where the auditor is unable to cer­
tify to the correctness of certain items, or when 
in his opinion, statements do not accurately 
or fully reflect actual conditions, he must
*An address given over WWL, December 23, 
1932, in series sponsored by the Society of Louisi­
ana Certified Public Accountants.
future. The time is coming when the budget 
will be as necessary a part of the information 
submitted when applying for a loan as is the 
balance sheet today.”
Banks have increasingly, each year, de­
manded audit reports from independent 
practitioners as a basis for credit extended. 
Why are not depositors entitled to the same 
protection from bankers that bankers require 
from borrowers?
Several large business and industrial or­
ganizations have recently adopted the policy of 
only opening accounts in banks which are 
regularly audited by certified public account­
ants, with the further provision that the re­
ports of the auditors are available for their 
inspection.
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Profit and Loss correctly exhibit, respectively, 
the financial condition of the Company at 
December 31, 1932, and the results of opera­
tions for the year ended on that date.
Jo h n  D oe & Co., 
Certified Public Accountants.
We will now assume that Company "A” 
and Company "B,” both having the same net 
worth, have furnished their respective state­
ments, with certificates as above mentioned, 
to the banks for credit. It seems unnecessary 
to even mention the fact that Company "B’s” 
statement with the unqualified certificate 
would carry, by far, the most weight and re­
ceive prompt attention, while the qualified 
certificate of Company "A” would immediately 
put the reader in a suspicious frame of mind.
In the case of Company "A” with the 
qualified certificate, the reader of this state­
ment will have to determine for himself the 
following in respect to each qualification:
1. Depreciation. Why was no provision 
made for depreciation, and, if it had been, 
what would have been the amount thereof?
2. Doubtful Accounts Receivable. Why no 
provision was made for doubtful accounts re­
ceivable, and what is the probable loss thereon.
3. Federal Income Tax. The amount of, 
and the reason why this tax liability was not 
set up.
4. Litigation. The reason for and the extent 
of the possible loss on litigation.
5. Inventories. Has the inventory been 
properly and honestly taken by responsible 
persons, and valued at the lower of cost or 
market ?
As a result of the uncertainty of the amounts 
involved in the foregoing comments on the 
qualifications, the banker will quite properly 
attempt to establish, in his own opinion, the 
values to be placed on the various assets, the 
verification of which has been qualified. The 
banker will, and justly so, be ultra conservative 
in favor of the bank, which of course, will 
act adversely to the client.
By far the most common qualification found 
in auditors’ certificates is the non-verification 
of the inventory, and yet this is one of the 
most important, and very often, one of the 
largest of the current assets. The reason for 
this is, of course, the erroneous general opin­
ion that the cost would be prohibitive.
Aside from the importance of the correct­
ness of the inventory from a balance-sheet
standpoint, the accuracy of the profit-and-loss 
account as well as the cost of the goods manu­
factured is absolutely dependent upon the ac­
curacy of the beginning and ending inven­
tories.
It is my opinion that, were the laymen more 
familiar with the methods employed by audi­
tors in conection with inventory verification, 
they would immediately realize that their 
impression with regard to this excessive cost 
is entirely fallacious and unfounded; and that, 
on the contrary, the efficient methods evolved 
by the professional auditor to take care of this 
aspect of the audit results in an additional 
cost small in proportion to the total. Time 
will not permit me to go into details, but 
suffice it to say that it consists of a full and 
complete supervision of the inventory-taking 
by the auditor without his actual taking of the 
entire inventory.
Upon the extent of this supervision and 
existing conditions will depend whether the 
auditor can assume full or partial responsi­
bility for the correctness of the inventory. In 
either case, the value added to his certificate 
will far exceed the cost.
In closing let me say that the auditor should 
always impress on the client the value of the 
unqualified certificate, particularly in dealing 
with banks where psychological effect is very 
often detrimental in cases of qualified cer­
tificates resulting in the client failing to get 
the just share of credit to which he is entitled.
Banks and Checks
The following poem recently appeared in 
the Washington, D. C., Evening Star in the 
column "Washington Observations,” con­
ducted by Frederic William Wile.
(With apologies to the author of "Trees.” )
I think that I shall never be 
In such a fix as this one, gee!
I couldn’t raise a cent in cash 
If old Legree should snap his lash.
A fix that scans the news all day 
To see if just one bank will pay 
A single copper from its till 
To buy some gas—at least a gill;
Or let me buy a pack of butts 
Before the bank entirely shuts.
Banks were made for fools, by heck, 
When only God can cash a check.
— Clarke Winship Slade.
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Arizona Law
An A ct relating to certified public account­
ants; Establishing a state board of ac­
countancy: Providing for examination of 
accountants and classification of certified 
public accountants; and repealing Art. 5, 
of Chap. 58, Revised Code of 1928, the 
same being Secs. 2527, 2528, 2529, 2530, 
2531 and 2532 of said Code relating to 
certified public accountants.
B e it Ena cted  by th e  Legislature o f th e  
State of A r iz o n a :
Section 1. Board of Accountancy. There is 
hereby established a state board of account­
ancy, to consist of five members to be ap­
pointed by the governor within thirty days 
after the taking effect of this act, the persons 
so appointed to hold office for one, two, three, 
four and five years respectively, the term of 
each member to be designated by the gover­
nor in his appointment. All members of the 
board shall be citizens and residents of this 
state, and shall be certified public accountants 
under the provisions of this act, or shall be 
eligible to receive their certificates as certified 
public accountants under the provisions of Sec. 
4 of this act. Upon the expiration of each of 
the terms aforementioned, a successor shall be 
appointed by the governor in the same manner 
except that all succeeding appointments after 
the first shall be for a term of five years in each 
and every instance. No member shall be eligi­
ble for reappointment on the board within 
three years next following the expiration of 
his term. Any vacancies which may occur, 
from any cause shall be filled by appointment 
by the governor for the unexpired term, in the 
same manner as the regular appointments.
Sec. 2. Certified public accountant. Any 
citizen of the United States or person who has 
duly declared his intention of becoming such 
citizen, being over the age of twenty-one years 
and of good moral character, having a place 
for the regular transaction of business as a 
professional public accountant in the state of 
Arizona, and who shall, as hereinafter pro­
vided, receive from the Arizona state board of 
accountancy, herein called the board, a certifi­
cate to practice as a certified public account­
ant, shall be known and styled as a certified 
public accountant, but no other person, nor 
corporation, nor any partnership, shall assume 
such title, or any other words, letters or ab­
breviations tending to indicate that the person, 
firm or corporation shall engage in the busi­
ness of public accounting.
Sec. 3. Examination of applicants. Exami­
nations of persons applying for certificates 
under this act shall be held in Phoenix, or 
elsewhere within the state as the board may 
elect, at least once in each year, or oftener at 
the discretion of the board. The subjects in 
which applicants will be examined are: (1) 
theory of accounts; (2) practical accounting;
(3) auditing; and (4) commercial laws af­
fecting accountancy. No person shall be per­
mitted to take such examination unless he (a) 
shall have been practicing continuously on his 
own account as a public acountant for at least 
two years; (b )  or shall have been continuously 
employed in the office of a certified public 
accountant as an assistant for at least three 
years; or (c) shall present an academic di­
ploma, showing the successful completion of 
academic work required for a bachelor’s degree 
from an accredited college or university, or 
correspondence school, or the equivalent 
thereof, or other equally satisfactory evidence 
of academic work as required by the board, 
provided however, that no person shall be 
permitted to take the examination unless he 
presents satisfactory evidence that he has suc­
cessfully completed a course of studies and in­
structions in any state or county, which is the 
equivalent to the requirements for graduating 
from the highest grade offered by the high 
schools in this state. All examinations herein 
provided for shall be in writing upon forms 
provided by the board and may be held under 
the joint auspices and control of the Arizona 
state board of accountancy and the American 
Institute of Accountants, and shall be uniform 
with similar examinations held in other states 
at the same time. All examination papers shall 
be graded by the Arizona state board of ac­
countancy, or a majority thereof.
At the option of the candidate examination 
papers will also be graded by the board of 
examiners of the American Institute of Ac­
countants to count as partial satisfaction of 
admission requirements. The time and place 
for holding examination shall be duly ad­
vertised for not less than three consecutive 
days nor less than thirty days prior to the date 
of such examination, in at least one daily news­
paper published in each of the three most 
populous cities of the state. The questions 
propounded at said examination shall be sub­
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mitted to the entire board before being 
adopted, and shall be certified by the board as 
a reasonable and fair test of the applicant’s 
qualifications, and reasonably susceptible of 
answer and solution in the time allowed. Each 
subject shall be graded separately, and every 
applicant shall be required to obtain a grade 
of seventy-five per cent (75% ), in each sub­
ject upon which he is examined. The board 
may make all needful rules and regulations, 
regarding the scope of the examination, the 
method and time of filing applications for 
examinations, and all other rules and regula­
tions necessary to carry into effect the purposes 
of this act. Within sixty days after the ex­
amination the board shall notify each candidate 
of his grading. All examination papers shall 
be preserved for a period of one year after all 
the candidates have been notified as to their 
grading, and any candidate shall, upon written 
request to the board have access to his exami­
nation papers and be entitled to a statement 
of the reasons for the gradings given.
Sec. 4. W aiver of examination. Public ac­
countants. The board shall waive the exami­
nation of any person possessing the qualifica­
tions stated in Sec. 2 of this act, who (a) (1) 
is a lawful holder of a certified accountant’s 
certificate issued under the laws of another 
state which extends similar privileges to certi­
fied public accountants of this state; provided 
the requirements for the issuance of certificates 
in said state are, in the opinion of the board, 
equivalent to the requirements of this state;
(2) is a holder of a certificate of certified pub­
lic accountant, or chartered accountant or the 
equivalent thereof, issued under the laws of 
any foreign government which extends similar 
privileges to certified public accountants of 
this state, provided the requirements of said 
certificates are, in the opinion of the board, 
equivalent to the requirements in this state;
(3) has for a continuous period of at least 
ten years been engaged in the practice of 
public accounting on his own account, main­
taining an office for the practice of account­
ancy in the state of Arizona for at least one 
year immediately preceding the passage of this 
act, and has furnished the board mentioned 
herein with evidence which is satisfactory 
that his qualifications are such that the dignity 
of the title of certified public accountant 
would not suffer because of their lack of 
knowledge, and this may be done by oral ex­
amination or by the furnishing of an affidavit
at the pleasure of the board; (4) or has com­
pleted an established course in higher account­
ancy comprising the theory of accounts, practi­
cal problems of accounting, commercial law 
or business law, and income tax problems, in 
an established and reputable school and shall 
hold a diploma as a graduate in the studies 
mentioned above, and has for a continuous 
period of at least five years been engaged in 
the practice of public accounting on his own 
account, maintaining an office for the practice 
of accountancy in the state of Arizona for at 
least one year preceding the passage of this 
act; (5) or has served as an accountant upon 
the staff of a reputable public accounting firm 
or accountant for a continuous period of at 
least ten years immediately preceding the pas­
sage of this act, one of which shall have been 
in the state of Arizona, and five years of said 
ten years’ service to have been as a senior ac­
countant, and who shall apply in writing to the 
board within six months after the taking effect 
of this act, and who has furnished to the board 
satisfactory evidence of his qualifications as 
shown under subsection (3),  or who shall 
have furnished a prescribed course in account­
ing as outlined under subsection (4) ; (6) has 
for a continuous period of ten years after the 
issuance to him of a certificate of public ac­
countant, as hereinafter provided, actively been 
engaged in the practice as such, or who has 
continuously served for not less than six years 
next preceding the passage of this act as a 
public official in the auditing department of 
the state. For the purposes of this act a senior 
accountant is defined as one who is regularly 
placed in charge of accounting engagements. 
(b ) All persons qualifying under the pro­
visions of this section shall receive certificates 
as certified public accountants. Nothing herein 
contained shall be construed as invalidating 
any certificate issued under prior laws of this 
state. (c) The board shall issue to all ac­
countants of good moral character, who were 
maintaining an office and engaged exclusively 
in public practice on their own account on 
January 1, 1933, and who do not qualify under 
the provisions of subdivision (a) of this sec­
tion, a certificate of authority to practice as a 
public accountant. This certificate of authority 
shall not confer any added title and the holder 
shall be known and styled only as a "public 
accountant.” Applications must be made for 
this certificate of authority before January 1, 
1934.
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Sec. 5. Board may revoke certificate: Hear­
ing. The board may revoke any certificate 
issued under this act if the holder thereof 
shall be convicted of a felony, or shall be de­
clared by any court of competent jurisdiction 
to have committed any fraud, or shall be de­
clared by any court of competent jurisdiction 
or commission to be insane or otherwise in­
competent or shall be held by the board to be 
guilty of any act or default discreditable to the 
profession; provided that written notice of 
the cause of such contemplated action and the 
date of hearing thereof by the board shall have 
been mailed to the holder of such certificate 
at his last known address at least thirty days 
prior to such hearing. At all such hearings 
the attorney general of this state, or one of his 
assistants designated by him, may sit with the 
board to act as legal counsel or advisor of the 
board and to prepare for any legal action that 
may be determined upon by the board. Any 
person aggrieved by the decision of said board 
may, within thirty days after such decision, 
appeal to the superior court of the county in 
which the appellant resides. Notice of an ap­
peal from the decision of the board shall be 
served by leaving with the secretary of the 
board an attested copy thereof within thirty 
days after said board has notified him of its 
decision. Hearing of such appeals shall pro­
ceed in accordance with such rules as the court 
may determine.
Sec. 6. Fees: President, Secretary and Treas­
urer to be elected by the board: Execution of 
certificates: Registration by secretary of state. 
A uniform fee of twenty-five dollars shall be 
charged by the board for such examination or 
certificate, or both, same to be paid in advance 
and to accompany the application, provided, 
however, that in the event any candidate fails 
to attend the examination at the date specified, 
or to pass a satisfactory examination he may 
appear at the next examination for re-examina­
tion without the payment of a second fee. In 
the event a candidate shall pass a satisfactory 
examination in two or more of the subjects, 
he shall be permitted to sit for re-examination 
in the subjects in which he failed, at any regu­
lar examination period within one year from 
the date of first examination, without addi­
tional fee. From fees collected, the board 
shall pay all expenses incident under this act; 
provided, that no expense incurred shall be a 
charge against the fund of the state and that 
the remuneration of the members of the board
shall not exceed ten dollars per day to each 
member for the time actually spent in attend­
ing all regular and special meetings of the 
board, exclusive of all necessary traveling and 
other expenses incurred in the performance of 
their duty under this act to which they shall 
also be entitled; provided, however, that all 
moneys received in excess of the fees and ex­
penses herein provided shall be held by the 
treasurer of the board as a special fund for 
other like expenses of the board in carrying 
out the provisions of this act. The treasurer 
shall file a report with the governor at the 
close of each calendar year showing the amount 
of money received during the year, the amount 
expended and for what purpose and the bal­
ance remaining in his hands, which report 
shall be subscribed and sworn to by the treas­
urer. The board shall annually elect from its 
members a president, a secretary and a treas­
urer, and all certificates required to be executed 
for and on behalf of the board shall be certi­
fied over the signature of the president and 
the secretary. The president and secretary of 
the board shall certify to the secretary of state 
the name and address of each person entitled 
to certificates upon examination, as provided 
under this act, and it shall thereupon be the 
duty of the secretary of state to register such 
persons as certified public accountants and to 
issue them certificates of registration. The sec­
retary of state shall be entitled to receive two 
dollars and fifty cents for each registration and 
certificate issued, to be paid out of the funds 
accumulated by this act and credited to the 
general fund. In the event the board shall 
waive the examination of any person of com­
petent age, as in this act provided, the sec­
retary of state shall likewise register such per­
son and issue such certificate upon the payment 
of the fees required hereunder.
Sec. 7. Annual registration and license fee. 
The board shall in December of each year 
require every certified public accountant and 
every public accountant who holds a certificate 
of authority to practice, to register with the board 
and pay a license fee of five dollars for the 
privilege of practicing public accounting in 
this state for the year next following, five per 
cent of which shall revert to the general fund 
of the state. This license shall be issued only 
to certified public accountants and public ac­
countants qualifying under this or prior acts 
in this state. If any person or firm shall, after 
July 1, 1933, undertake to practice accounting
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in this state without first having registered 
with the board and received a license to 
practice or if any person or firm represents 
himself or itself to the public as having re­
ceived a certificate and license as provided for 
in this act, or falsely hold himself or itself, 
out as having qualified and having a certificate, 
without actually having said certificate, or, if 
having received such a certificate shall continue 
to practice accountancy after said certificate has 
been revoked, or if any person shall otherwise 
violate any of the provisions of this act, he 
shall be deemed guilty of a misdemeanor, and 
upon conviction thereof shall be punished 
by a fine of not less than fifty dollars, nor 
more than three hundred dollars, or by im­
prisonment in the county jail for not less than 
one month nor more than six months or both, 
in the discretion of the court, and each day 
such person shall so offend, shall be deemed 
a separate offense. For the purpose of this 
act, a person engages in the practice of public 
accounting when he performs accounting work 
and/or bookkeeping on a fee basis, per diem, 
or otherwise for more than one employer, 
which produces in excess of one hundred 
dollars per annum, from sources other than 
his regular employment. In passing upon this 
question the board will consider specific acts 
as well as general business conduct. Nothing 
contained herein shall be considered as pro­
hibiting accountants of other states from en­
tering this state in pursuance of any engage­
ment originating from without this state, pro­
vided such accountant registers with the board, 
giving all facts relevant to such engagement 
and limits his practice to the subjects covered 
in the declaration filed.
Sec. 8. False audit or report; penalty. If 
any person practicing in this state under this 
act as a certified public accountant or a public 
accountant, or who is in the practice of public 
accountancy as a certified public accountant, 
or a public accountant, or otherwise, shall wil­
fully falsify any report or statement bearing 
on any examination, investigation or audit 
made by him, or under his direction, he shall 
be deemed guilty of a misdemeanor, and upon 
conviction thereof shall be punished by a fine 
of not less than three hundred dollars, nor 
more than one thousand dollars, or shall be 
imprisoned in the county jail for a term of 
not less than three months nor more than one 
year, or by both such fine and imprisonment 
for each time he may so have falsified such
report, statement or audit.
Sec. 9. Information acquired by accountants 
privileged. Certified public accountants and 
public accountants practicing in this state shall 
not be required to divulge, nor shall they vol­
untarily divulge any information which they 
may have received by reason of the confidential 
nature of their employment. Information de­
rived from or as a result of such professional 
source shall be deemed confidential, provided, 
however, that nothing in this section shall be 
taken or construed as modifying, changing or 
affecting the criminal or bankruptcy laws of 
this state or of the United States.
Sec. 10. Nothing herein contained shall be 
construed to prevent any person from being 
employed by a certified public accountant or 
by a public accountant, provided that such em­
ployed person shall not sign reports or assume 
any responsibility for the conduct of his em­
ployer’s business.
Sec. 11. Conflicting acts repealed. Art. 5, 
Chap. 58, of Revised Code of 1928, and all 
laws and parts of laws in conflict with this act 
are hereby repealed, including Secs. 2527, 
2528, 2529, 2530, 2531 and 2532 of Revised 
Code of 1928. If any provision of this act is 
declared unconstitutional by a court of com­
petent jurisdiction, such decision and provision 
shall not be construed as invalidating the en­
tire act.
Approved March 14, 1933.
 BOOK REVIEWS  
1933 Cum u la tive  Su p p l e m e n t  to  Federal 
In c o m e  T a x a t io n , by Joseph J. K lein. 
Published by John W iley  & Sons, Inc., N ew  
York. 1,134 pages. Price, $6.00.
This 1933 Cumulative Supplement brings 
up to date Federal Income Taxation, which 
was published in 1929. It not only analyzes 
the new law and the regulations issued in 
interpretation thereof, but also deals ex­
haustively with all pertinent decisions and 
rulings which have been promulgated and 
issued since 1929. It is believed therefore, 
that this Supplement, which should be used 
in conjunction with Federal Income Taxation, 
affords the taxpayer, the practitioner, and tax 
tribunals a really useful and practical guide 
to federal income taxation.
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E s t a t e  A d m i n i s t r a t i o n  a n d  A c c o u n t i n g ,
by C. J. Dodge (Standard Text Press,
$5.50). 453 pages.
The N ew  York Evening Post, of October
26, 1932, stated that one-quarter of all the 
C.P.A’s were in New York. This would be 
sufficient justification for a review of this book, 
which deals almost entirely with a New York 
statute, in this national magazine. But in ad­
dition, the principles of fiduciary accounting 
set forth are applicable in any jurisdiction. 
The language is unusually lucid; the index is 
a model of completeness; and in general the 
book shows throughout the caliber of its 
writer. Chester Dodge is a member of the 
New York Bar; his position is Auditor of 
Accounts for the Surrogates Court of New 
York County. This tribunal is generally cred­
ited with adjudicating the largest number of 
big estates. Therefore anything which Mr. 
Dodge states as being the law is prima facie 
correct. In the preparation of the text, the 
author acknowledges the assistance of Aaron 
Frank, C.P.A.; and there is a foreword by 
J. C. Myer, C.P.A.
P e n n s y l v a n ia  Co r p o r a t io n  T a x e s  (T h ird  
E d it io n ) , by S. Leo Ruslander, o f  the A l ­
legh en y County Bar, and Frank W ilb u r  
M ain , C .P .A . P rentice-H all, Inc., N e w  
Y ork. 728 page. Price, $ 1 0 .0 0 .
This book, which is intended as a practical 
handbook for use by attorneys, accountants, 
and corporation officials engaged in the prep­
aration and supervision of Pennsylvania State 
tax returns, covers tax on capital stock and 
loans of corporations, bonus paid by domestic 
and foreign corporations, tax on shares of 
banks and trust companies, mercantile license 
tax, tax on personal property and the Pennsyl­
vania emergency relief sales tax.
In addition to an ample table of contents, 
there is an extensive index including a table 
of Pennsylvania statutes, Acts of Congress and 
the Constitution of Pennsylvania, table of 
cases, and a topical index.
Ivan R. Lashins, one of our members from 
New York, was the auditor-in-charge under 
Mr. Ferdinand Pecora, counsel for the Sub­
committee of the United States Senate Com­
mittee on Banking and Currency in the recent 
investigation of stock-market practices.
STATEMENT OF THE O W NERSHIP, MANAGEMENT, 
CIRCULATION, ETC., REQ UIRED BY THE ACT 
OF CONGRESS OF AUGUST 24, 1912
Of T h e  C e r t i f i e d  P u b l i c  A c c o u n t a n t , published 
monthly at Richmond, Virginia, for April 1, 1933.
City of Washington  
District of Columbia  s.
Before me, a Notary Public, in and for the City and 
D istrict aforesaid, personally appeared D. W . Springer, 
who having been duly sworn according to law, deposes 
and says that he is the Editor of T h e  C e r t i f i e d  P u b l i c  
A c c o u n t a n t , and that the following is, to the best of his 
knowledge and belief, a true statement of the ownership, 
management (and if a daily paper, the circulation), etc., 
of the aforesaid publication for the date shown in the 
above caption, required by the Act of August 24, 1912, 
embodied in section 411, Postal Laws and Regulations, 
printed on the reverse of this form, to-wit:
1. That the names and addresses of the publisher, 
editor, managing editor, and business managers a re : 
Publisher, Garrett & Massie, Richmond, V a.; Editor, 
D. W. Springer, National Press Building, W ashington, 
D. C.; Managing Editor, None; Business Manager, None.
2. That the owner is: ( I f  owned by a corporation, its 
name and address must be stated and also immediately 
thereunder the names and addresses of stockholders own­
ing or holding one per cent or more of total amount of 
stock. I f not owned by a corporation, the names and 
addresses of the individual owners must be given. If 
owned by a firm, company, or other unincorporated con­
cern, its name and address, as well as those of each indi­
vidual member, must be given.) The Accountants Pub­
lishing Company, The American Society of Certified 
Public Accountants, D. W. Springer, National Press 
Building, W ashington, D . C., J. A. Councilor, Tower 
Building, W ashington, D . C.
3. That the known bondholders, mortgagees, and other 
security holders owning or holding one per cent or more 
of total amount of bonds, mortgages, or other securities 
are: (I f  there are none, so state.) None.
4. That the two paragraphs next above, giving the 
names of the owners, stockholders, and security holders, 
if  any, contain not only the list of stockholders and secur­
ity holders as they appear upon the books of the company 
but also, in cases where the stockholder or security holder 
appears upon the books of the company as trustee or in 
any other fiduciary relation, the name of the person or 
corporation for whom such trustee is acting, is g iv en ; 
also that the said two paragraphs contain statements em­
bracing affiant’s full knowledge and belief as to the cir­
cumstances and conditions under which stockholders and 
security holders who do not appear upon the books of 
the company as trustees, hold stock and securities in a 
capacity other than that of a bona fide ow ner; and this 
affiant has no reason to believe that any other person, 
association, or corporation has any interest direct or 
indirect in the said stock, bonds, or other securities than 
as so stated by him.
( S ig n e d )  D. W. S p r i n g e r , Editor.
Sworn to and subscribed before me this first day of 
April, 1933.
( S e a l )  P a t t i e  S t o n e .
(My commission expires October 31, 1937.)
Classified Advertisements
ACCOUNTANT W A N TE D : Long established firm has 
opening for a Certified Public Accountant qualified to 
enter professional work of a special kind at modest 
salary, willing to change residence as assignments change. 
Applicants please give full details record. Address, Box 
K -3 0 5 ,  T h e  C e r t i f i e d  P u b l i c  A c c o u n t a n t .
A Municipal Accounting Manual
FOR SMALL CITIES
(2,500 to 25,00 Population)
A  Practical Manual Dealing With—
The Statements to Be Prepared 
The Books to Be Kept 
The Accounts to Be Carried 
The Journal Entries
The Relation of Accounting to Allied Activities
It Contains
Model Balance Sheets for All Funds, with 
Definitions of the Terms Used 
Thirty-four Sample Forms 
One Hundred Illustrative Journal Entries 
A List of the Accounts to Be Used
Special Assessment Accounting
Is Thoroughly Discussed and Simplified Forms on Which 
All Essential Information May Be Recorded Are 
Illustrated and Explained.
PRICE 
ONE DOLLAR
Prepared and Published by
Municipal Finance Officers Association
of the United States and Canada
850 East Fifty-eighth Street 
CHICAGO, ILLINOIS
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B I L L I N G
SEND FOR THESE FOLDERS 
ON BILLING
1 T his folder shows how Invoices are written, calculated and totaled in  one 
operation—continuous billing forms 
may be used, i f  desired.
2 Illustrates a plan by which Invoices are written, calculated, totaled and Cost 
Price (or Commission) figured at one 
operation.
3 IN the  method described in  this folder, the Invoice is  written and calculated, 
and Ledger and Statement are posted 
with one handling o f media.
MAIL THIS COUPON
Burroughs Adding Machine Company 
6415 Second Boulevard, Detroit, Mich. 
Please send me, without charge or obli­
gation, folders numbered_____________
I am interested also in  other folders on 
the subjects checked below.
I N V E S T I G A T E  T H E S E
N E W  D E V E L O P M E N T S
T H A T  S P E E D  U P  W O R K
A N D  C U T  C O S T S
For many years Burroughs has made an 
intensive study of billing machine require­
ments, with the result that many new  
machines . . . many new features . . . have 
been developed to bring greater speed and 
economy to this phase of accounting.
For example, there is a Burroughs Type­
writer Billing Machine that writes and 
computes a complete invoice in one opera­
tion, including all typing, extending, dis­
counting and totaling. The same machine 
also posts various other accounting records.
To assist accountants in becoming familiar 
with these new developments, Burroughs 
offers to send—without charge—any or 
all of the folders on this page. Similar 
folders on other phases of accounting are 
also available.
□  Payroll □  Figure Distribution
□  Stores Records □  Accounts Payable
□  Accts.Receivable □  Gen’l Accounting
Name_______________________________ Burroughs
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AUDITING
PRACTICE
I n  the preparation of our 
twenty-lesson Course in Public Au­
diting, our Educational Staff has 
kept one thought constantly in 
mind. T h a t is that there is great 
need for this particular training 
among accountants of proved abil­
ity who have previously learned 
the fundamentals of accounting 
principles and procedure.
As a result, we are prepared to 
offer this twenty-lesson course in 
Public Auditing as a separate unit 
to applicants who are already com­
petent accountants. No attem pt is 
made to  teach general accounting in 
this course.
T o  those accountants whose audit­
ing experience has been confined to 
the internal work of a business organ­
ization, this course offers a thorough 
grasp o f au d itin g  tech n iqu e and 
procedure from the external view­
point.
T o  those accountants whose public 
practice has been somewhat limited, 
this course offers an excellent oppor­
tunity to  obtain exhaustive informa­
tion regarding Public Auditing, which 
might not be equaled through years of 
actual experience.
T o  those accountants who have 
been thoroughly seasoned in public 
practice, this course offers an excellent
opportunity to “brush up” by check­
ing their ideas of theory and practice 
against this latest compilation of text 
material upon this important subject.
This twenty-lesson course teaches 
Auditing as practiced by public ac­
countants (as distinguished from the 
internal audit by the comptroller and 
his staff). T he audit programs, ques­
tionnaires and review sheets present­
ed in the lessons contain a wealth of 
valuable detail.
The reader is first given an under­
standing of the complete field of pub­
lic accounting practice and the details 
of organization of public accounting 
firms. Then he is brought directly in­
to the work in the order in which he 
would meet it in public practice, first
Junior work, next Senior work, 
then the work of the Principal.
He is told what to expect when 
he gets on his first auditing job  
and how to do the things he will 
have to do. He thus becomes ac­
quainted with the obstacles before 
he meets them  and, as a result, is 
able to handle the problems which 
usually confuse the novice. T h e 
successful public accountant must 
progress through these three stages 
in his Public Auditing work and it  
is the purpose of this course to help 
the reader work through each stage 
successfully and as rapidly as possible.
As a final step in his training, the 
reader is led through a complete audit, 
step by step, and learns the things 
th at are done and how the problems 
th at arise are solved.
The fee is $42.00.
O NE OF THE LESSONS 
of this course, containing exhaustive 
suggestions that can be used in  pre­
paring an audit program, will be 
mailed free, with fu ll information 
regarding this course, if  you will 
write the International Accountants 
Society, Inc., 3411 South Michigan 
Avenue, Chicago, Illinois.
INTERNATIONAL A C C O U N T A N TS SOCIETY
INCORPORATED
A  DIVISION OF THE ALEXANDER H A M IL TO N  INSTITUTE
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The recognition of one’s own imperfection is very high perfection.
— Sp a n i s h  P r o v e r b .
The President’s Page
On Tour
By R a lp h  W . E. C o le , C.P.A.
A TREMENDOUS effort to get away, and then, wide deserts of Arizona, limitless landscapes of Texas, rolling hills of Oklahoma, magnificent 
magnolias and moss-laden oaks of Louisiana, azalea blossoms of Alabama, cot­
ton fields of Mississippi, beautiful parks and the grandeur of Stone Mountain 
in Georgia, fertile fields and forest-hidden cities of the Carolinas, apple-blosson 
time in Virginia, Kanawha Valley and the industries of West Virginia, blue- 
grass hills, fine horses, and The Gorge in Kentucky, busy and beautiful Ohio, 
spreading fields of waving grain in Kansas, factories and farms, commerce and 
shipping in Missouri, silver mines and moving mountains in Colorado, immense 
ranchos, scenic plateaus and picture skies of New Mexico. Richmond of in­
spiring memories; busy, busy Baltimore, and Washington the seat of Govern­
ment with nobody sitting, but all in turbulent activity with National Red Cross 
and Chamber of Commerce of United States crowding the city gates with guests.
On all sides budding leaf and new blades of grass, dogwood blooms, both 
white and pink, wild blackberries and strawberries adding their blossoms to tell 
that spring is here, Mother Earth in herculean effort to begin life anew. The 
bursting throats of singing birds — grey mockers — redbreasted robins — gay 
cardinals — all try to tell that the story of budding trees and nesting mates is 
not old, but new — a new beginning and a new life for them.
The unconscious straightening of the thin shoulders of the lanky youth 
from the Texas plain, as he valiantly breasts the traffic of a border town for the 
first time and lifts his chin, speaks the hope of our Nation — the springtime of 
youth. What a blessing that we must all learn by experience, else we were 
conquered before we began to fight. So the fine Youth of our present age go 
forth with unbeaten courage to meet life, their life, and master it in their way.
Everywhere we go are friendly hands; welcoming smiles, and cordial hospi­
tality. Royal entertainment is offered at every stop. A splendid tribute to the
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esteem in which The American Society is held and a sure indication of the 
influence our sort of organization may wield.
Courtesy and kindness, attention and interest, sacrifice of time, all prove 
the loyalty of Society members to the things that speak for progress in pro­
fessional life.
We may not judge men by mental brilliance nor physical bravery without 
asking about their fidelity and ideals.
Some question the practicality of the idealist — I do not. We may keep 
our feet on the ground and our eyes on the heavens and be much more certain 
of getting somewhere than if we get only the worm’s-eye view! Let us be sure 
we do not use the argument to cover up our own selfish ambitions.
The world today needs the inspiration of the dreamer who is loyal to the 
best that is within him and who is fearless in his endeavor to express it for 
the benefit of his fellows.
The memories of old friends met, of new friendships begun, of the hos­
pitality of homes and hotels and clubs will be ever fresh and encouraging as 
we carry on. Life is bigger and the perspective more encouraging because of 
the friendly handclasps along the way and the cordial invitations to return. 
We thank you all again, and most sincerely.
Surely life would be worthless without our friends to help us enjoy our 
pleasures and to share our sorrows with us.
It is like having a "big brother just around the corner” in every State.
Even the thrill of getting home again and seeing the old familiar things 
is enhanced by the loyalty and welcome of the friends at home.
Wherever we carry on, let us begin to plan now for "a Pullman from every 
State to Milwaukee” in September where in friendly cooperation we may plan 
and play and grow.
Tolerance
By H e n r y  J. M i l l e r ,  C.P.A.
In the past few years public opinion has been moulded to glorify strong men. 
It has set upon the pedestal for hero worship, leaders, firm and decisive of 
action, determined and fixed of purpose, who ride boldly and unfalteringly over 
every obstacle in their path. The public idol is the dictator who, like Don 
Quixote, fearlessly assaults all opposition, and chivalrously rescues those in 
distress by ruthlessly destroying oppression, real or fancied.
With such a popular viewpoint prevailing, it is small wonder that the 
classes and the masses are apt to press their opinions and claims with little 
regard for the opinions and claims o f others. The virtue of Tolerance is neglected 
because its practice falsely seems to indicate weakness, and there is no place for 
weakness in the universal struggles of the day.
The history of nations, organizations, professions, trades, and associations, 
teems with disasters brought about by Intolerance. Failure to recognize the 
rights of others to contrary beliefs and policies, failure to grant such views
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respectful consideration, together with attempts to uproot and destroy them 
with verbal callousness and merciless laws, are more often than not the sowing 
of the seeds of destruction. They who hurl Intolerance throw the boomerang that 
often only lightly taps its mark and returns to the sender with deadly accuracy 
and sometimes fearsome results.
Certified Public Accountants, as a class, are not beyond the reach of the ugly 
fangs of Intolerance. As in every other calling, the need for tolerance is urgent. 
In our contacts with our staffs, with our clients, with our fellow practitioners, 
many situations arise that thwart our best-laid plans, or burden our progress 
to the goal as we conceive it. Perhaps in State and National organization 
work particularly, opportunities more often arise to exhibit familiarity with the 
virtue of Tolerance.
He who in our profession worthily bears the designation C.P.A ., is en­
titled to the consideration of his confreres. He who as a C.P.A . recognizes his 
obligation to his fellow accountant and his profession, and devotes some of his 
time and effort to his State society, deserves still more the consideration of his 
fellows. He who extends his efforts to his national body, sacrificing time and 
labor that could be devoted to selfish interests alone, above all others deserves 
tolerant consideration of his actions and opinions.
No man or group of men are ever in exact accord. Between extreme views 
of policies there is a gulf so wide it sometimes defies the mind’s eye to see across. 
But who would say, upon the ocean, that there is no harbor on the other side 
because no land is visible? And who would say in honest debate, there is no 
harbor because he cannot see the shore visualized by the proponent of another 
course ?
Many a scar that mars the soul, from acrimonious debate, could easily have 
been avoided if the hand that wrote the searing denunciation or the tongue that 
uttered it had but paused to permit the mind to consider the need of tolerating 
a brother’s viewpoint.
Lest we forget, in an age of dictatorship, lest we forget, in an age of driving 
leadership—Tolerance is not weakness. Tolerance does not mean faltering 
from plan or objective carefully determined as correct. Tolerance means refus­
ing to slash off the head to save the aching tooth. Tolerance means firmness 
without cruelty, disapproval without vituperation, victory without boasting, and 
defeat without whining.
The Securities Act
Of the various measures suggested by President Roosevelt, the Securities 
Act has been of more general interest to accountants than any of the other 
propositions. The fact that in recent months many business group organiza­
tions, such as the New York Stock Exchange, Produce Exchange, Curb Ex­
change, Chicago Exchange, Edison Electric Institute and others, had made 
provision for compulsory audits of all listings and of individual members, had 
been a recognition of the value of an independent auditor’s report far beyond
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any claims ever made by the accountancy profession itself. The American So­
ciety felt justified in presenting its views to both the Senate and House Com­
mittees with reference to the bills as originally introduced and with reference 
to changes as they were made during the progress of the bill.
As finally passed, it represented practically the seventh attempt by the House 
and Senate to provide a method by which the sale of securities on an interstate 
basis can be safeguarded in the interest of the public. Everyone has recognized 
the enormous losses resulting from the sale of securities, improper in some 
cases and fraudulent in other cases, in years immediately prior to our financial 
difficulties. The committees in each body, after a careful study of the evidence 
presented in open hearings, prepared bills somewhat different in general char­
acter and yet having the same purpose.
In the bill as originally presented, certain exemptions were made regarding 
foreign securities, and in the first brief presented by The American Society, under 
date of April 1, the position was taken that the American investor should be 
protected against irregularities in foreign securities to the same extent as it was 
sought to protect him against the offerings of American concerns. In the act 
as passed that principle was recognized.
The Society recorded its belief that securities issued by political subdivisions 
of states should not be exempted as provided for in the original bill. Although 
it was recognized from the start that the committees in both Senate and House 
were not inclined to interfere in any way with any phase of the doctrine of State 
rights, the attention of the committees was called on at least four occasions to 
the fact that some of the most disastrous security offerings which this country 
had seen were of the character which it was now proposed to exempt. The act as 
passed, however, retained the original provision. The hope may now be ex­
pressed that the Federal Government, not having interfered in any way with 
the subdivisions of states, the various State security laws will be so strengthened 
as that a repetition of the issuance of fraudulent as well as improper local gov­
ernment securities may be avoided.
The original bill made provision for an investigation by the Federal Trade 
Commission when there appeared to it the possibility of a revocation of the 
registration of any security. The Society called attention to the fact that a 
provision of that sort was something like locking the stable door after the 
horse had been stolen. It was believed the Commission should have the right 
to make any inquiries or investigations which it desired, and to require any in­
formation which it wished at the time the registration was made. Attention 
was called to the fact that in several different business groups practically eighty- 
five per cent of all of the individual members were already audited by inde­
pendent accountants, which reports were available. It was argued that as a 
matter of fact it would be possible, by proper cooperation, for the same audit 
report now prepared for credit listing or membership purposes to be used by 
State security bodies and the Federal Trade Commission with a very small 
additional expense to the individual businesses involved. In Schedule A, made 
a part of the Act as passed, which lists the requirements to be filed with the
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Trade Commission at time of registration, No. 25, referring to the question 
of a balance sheet, contains the following:
"If such statement be not certified by an independent public or cer­
tified accountant, in addition to the balance sheet required to be sub­
mitted under this schedule, a similar detailed balance sheet of the assets 
and liabilities of the issuer, certified by an independent public or cer­
tified accountant, of a date not more than one year prior to the filing of 
the registration statement, shall be submitted.”
In the bill as originally introduced, the Commission was authorized, in mak­
ing an examination looking toward the possibility of a revocation, to require 
"a statement showing among other things profits and losses during the year 
just preceding the offer.” In our very first brief attention was called to the fact 
that the restriction of this information to the year just preceding would not in 
many cases give a correct financial picture, and that the report for a single year 
was less than the present practice by the best business concerns. In the Schedule 
as finally adopted, No. 26 related to the profit-and-loss statement, and No. 27 
recognized this principle by providing:
"If the proceeds, or any part of the proceeds, of the security to be 
issued is to be applied directly or indirectly to the purchase of any busi­
ness, a profit-and-loss statement of such business certified by an inde­
pendent public or certified accountant, meeting the requirements of para­
graph (26) of this schedule, for the three preceding fiscal years, together 
with a balance sheet, similarly certified, of such business, meeting the 
requirements of paragraph (25) of this schedule of a date not more 
than ninety days piror to the filing of the registration statement, etc.” 
During the progress of the bill provision was made for reporting salaries 
paid to officers and directors in excess of $25,000.00 and loans made to officers 
or directors in excess of $20,000.00. The Society raised the question as to the 
advisability of fixing any minimum figure on either of these points due to the 
fact that a salary or a loan of a lesser amount might in some corporations be a 
more important factor than a salary or a loan of a much larger amount in 
another corporation, and when minimum figures were prescribed there was al­
ways the possibility of covering both loans and salaries by a division method 
of allocating the same. At one time the limit for loans was omitted in one of 
the bills, but in the act as passed both limits were retained.
Other somewhat minor points were presented from time to time. The 
Chairman of the Committee on Federal Legislation, and members who called 
at the office while the bill was under discussion, rendered valuable service dur­
ing the month. Those representing The American Society do not believe that 
it was their influence alone that secured several of the changes indicated. The 
fact that the representatives of the national professional body of certified public 
accountants presented suggestions which could not be construed as in the in­
terest of personal gain, solely with the view of obtaining the most practical and 
effective Federal law possible, was recognized by Committee members as an 
attempt at rendering an unprejudiced civic duty.
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The New York State Society of Certified Public Accountants was represented 
at the hearing by its president, who also filed a brief favoring certain changes 
in the bill as drawn. His presentation was very effective.
In 1896, New York passed the first State law which legally recognized the 
independent accountant, giving to him the title certified public accountant when 
he chose to comply with the provisions of the law. In 1924 Maryland passed 
the first State law under which both certified public accountants and those pub­
lic accountants (non-certified) then in practice were placed under State control.
During these years many governmental groups, both State and Federal, as 
well as business groups, have recognized the development of the profession by 
means of "regulations.”
In 1933 the Federal Government, by law, recognizes the independent ac­
countant as an important factor in helping solve a difficulty by which it has been 
confronted.
The law as passed not only gives special recognition to the profession but 
also attaches certain responsibilities. It places certain civil liabilities on (1) 
persons signing the registration statement, (2) directors, (3) accountants, 
engineers or appraisers or persons "whose profession gives authority to a state­
ment made by him, who has with his consent been named as having prepared 
or certified any part of the registration statement or as having prepared or cer­
tified any report, etc.”
The effect of that provision will be to make it necessary that clear under­
standings are reached with regard to the scope of all accounting engagements 
involving possible security sales. That will be helpful in the development of 
the profession. If the profession meets its newest opportunity and responsibility 
fairly and squarely, the future holds much in store for the individual members 
thereof.
Industrial Recovery Act
This proposed law is designed primarily to secure increased employment at 
increased wages, incidentally to permit such a schedule of prices as will secure 
to industry a reasonable profit. It offers an opportunity for industry, through its 
various trade associations, to govern itself by means of voluntary codes, failing 
in which the Government may establish compulsory codes.
Without question this act will require industry to rely upon the professional 
services of lawyers, engineers and accountants in the establishment of these 
codes. Economy must be sought even in the face of increased wages and increased 
employment. Uniformity in accounting procedure within an industry must be 
secured in order that unfair practices may be eliminated. The accountant, better 
than either the attorney or engineer, has been trained to the principle of respect­
ing confidential relations with each client even though serving several of the 
same industrial group who are individually competitors of each other.
The public accountant, through his organizations must not overlook the 
opportunity for service to not only his individual clients but to trade associations 
which must be established either voluntarily or compulsorily.
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From de Tocqueville to Franklin Delano 
Roosevelt
A New Deal for Trade Associations
By N a t h a n  B o o n e  W illia m s, Washington, D. C.
Former Associate Counsel, National Association of Manufacturers
M R. ROOSEVELT’S new-old word of in­
ternational and domestic significance
— G-O-T —might be liberally interpreted as 
meaning: GO ON THROUGH. Legislation 
already enacted and in the mill means a de­
termination on the part of the Government to 
proceed from where we are to ends and aims 
only dimly perceived, and some of which are 
perhaps impossible of accomplishment.
This legislation does mean, however, that 
government is determined to tender its efforts 
in fields heretofore regarded as without its 
proper scope. If collective power can do so, 
it is determined to put a stop to the conduct 
of business which wastes social capital, and in 
thousands of establishments produces no 
profitable return from which government may 
exact its wage in the form of taxes, and from 
which capital may receive its wage. To its aid 
it summons the trade or industry association. 
Both history and philosophy concur in the wis­
dom of this conclusion. In working out the 
details of the new relation of business to gov­
ernment, to its constituent parts, to society as 
a whole, to the control of the canabalistic 
fringe, the creation of effective organizations 
of business men engaged in the same common 
line of endeavor, would seem to be the only 
answer. This means the trade association. It 
means a very real association, representative, 
efficient and effective.
The social consequences of our industrial 
failure have been so terrific within the past 
few years; our present and future tasks in this 
respect are so herculean, that the timid may 
well be appalled and fearful that business and 
industry will not respond to this challenge. 
Business had its duffer alibi—the anti-trust 
laws—but this is now removed. Certain re­
strictions are left, some of them, perhaps, un­
palatable, but the new legislation is certain to 
have a trial, and while by its terms it is limited 
to two years, few, if any, students of the sub­
ject have any other belief than that it is to 
be permanent.
We are a young country. Industry is the 
youngest of all the arts and trades in its mod­
ern development. The task is great, but our 
forefathers conquered a wilderness. High ad­
venture has not yet disappeared, and our 
individual resourcefulness held in social 
bounds by intimate contact with our fellows 
will enable us to preserve and protect our in­
dividual selves and make our industries those 
social service institutions of a free and great 
people. In doing all this—making industry 
serve and succor the needs of the whole popu­
lation—profitable operations are a contempla­
tion which must be present at all times. The 
trustee relation of those managing business 
enterprises has very recently been most prop­
erly emphasized.
Almost exactly one hundred years ago, 
Alexis de Tocqueville, gifted French philoso­
pher, came to America, where, after years 
spent in the study of the virility and develop­
ment of the new nation, he wrote his classic 
study: Democracy in America. At that time 
the interest and activities of our people were 
largely concentrated upon the material prob­
lems of subduing a virgin land and reducing 
to possession its varied riches. The public 
approach and its relation to government was 
wholly political. Our economic relations and 
problems were local and self-contained. Mod­
ern mass production, mass distribution, mass 
credit, and mass enterprise, were then beyond 
the dreams of the most imaginative.
Even yet, we are a bit timid about "bigness.” 
The new laws for business control (Public 
No. 10) approved May 12, 1933, and the bills 
now under consideration—National Recovery 
Act, H. B. 5664 and S. 1712, introduced in 
Congress on May 17, 1933, carry as one of the 
requirements for installation of codes of fair 
competition: "(2)  that such code or codes
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are not designed to promote monopolies or 
to eliminate or oppress small enterprises and 
will not operate to discriminate against them.”
Both the laws above referred to and the 
pending measures must be critically examined 
to get the full force of this new legislation. 
The real crux of the whole subject is the 
initiative, power, and responsibility placed 
upon the trade association. They initiate, write, 
and present their business charter. If it is fair 
and reasonable it will secure governmental ap­
proval. It will be enforced by government on 
the relation or at the instance of the industry. 
For this purpose, the unfair competition pro­
visions of the Federal Trade Commission law, 
criminal provisions of the presently enacted 
statutes, and, as a final power, the provisions 
with respect to licensing all concerned are in 
reserve to be used when, as, and if necessary 
to accomplish the public purpose expressed in 
these measures.
During the past one hundred years govern­
ment has expanded almost exclusively under 
political urge and under political control and 
direction. The legislator has been restive and 
uncomfortable in attempting to deal with new 
technical progress in a multitude of fields and 
in passing laws he does not understand, to 
remedy conditions which he cannot explain. 
But the legislator is not to be blamed. In his 
desperation, he turns the major problem of 
the relation of industry and government over 
to the Executive. It is an executive problem 
to be worked out between the agencies of gov­
ernment and the spokesman of industry—the 
trade association. Industry is called upon to 
see to it that such effective and informed 
spokesmen are provided. This naturally groups 
those in the same line of business, who speak 
the same language and who are conversant 
with their special problems.
Thus, business is called upon to write its 
own laws of trade and to be its own police­
man, but, bearing in mind that if it does fail 
in its responsibilities or has difficulties with 
outlanders, Uncle Sam is in the near-by police 
station ready to step into the traffic control 
box at any time, with power and authority to 
enforce his orders.
With uncanny prescience, de Tocqueville, 
a hundred years ago, foresaw the develop­
ment of governmental power and authority. 
He visualized the time when the supreme 
power of government should cover the surface 
of society with a network of complicated rules,
minute and uniform, through which the most 
original minds and most energetic characters 
might not be able to penetrate or rise above 
the crowd. He foresaw the time when govern­
ment should willingly labor for the happiness 
of the people but that it would seek to be the 
sole agent and the only arbiter of that happi­
ness; when it should supply their necessities, 
facilitate their pleasures, manage their princi­
pal concerns, direct their industry, regulate the 
descent of property and subdivide their in­
heritance. In short, spare them all the care 
of thinking and all the trouble of living.
de Tocqueville sought to suggest an anti­
dote for such enervating governmental de­
velopments; to set forth the outlines of an 
agency whereby political government might 
secure and use, perhaps be held in check and 
guided, through groups or associations in its 
development and progress. On this point he 
said:
"An association for . . . commercial, or 
manufacturing purposes . . . is a powerful 
and enlightened member of the community, 
which cannot be disposed of at pleasure, or 
oppressed without remonstrance; and which, 
by defending its own rights against the en­
croachment of the government, saves the com­
mon liberties of the country.”
Business is now offered the opportunity— 
nay, it is charged with the imperative respon­
sibility—of creating, where not already in ef­
ficient existence, and making its associations 
just that type of responsible social agencies 
so uncannily envisaged by de Tocqueville more 
than a century ago; and to do this in the year 
wherein we celebrate our century of industrial 
and scientific progress.
I have full faith that the business men of 
the country will grasp at once their new op­
portunities and will supply and fill in those 
details lacking and necessary. The job has 
G-O-T to be done. As a measure of my con­
fidence in associated activity through the trade 
association, I merely cite the first official state­
ment ever issued by the Department of Com­
merce on the subject of Trade Associations, 
which I wrote, and which with the insertion of 
three small words was issued by the Secretary 
of Commerce on August 4, 1921.
That statement read as follows:
"For some weeks the Department has been 
making a careful study of the purposes and 
activities of trade associations. We find that 
( Continued on page 382)
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Judicial Determination of Dividend 
Surplus
By L. L. B riggs, Associate Professor of
T HIS article concerns the judicial treatment 
of assets, liabilities, and expenses in the 
leading court decisions involving determina­
tion of the amount of surplus available for 
dividend purposes.
The courts have been quite uniform in hold­
ing accounts receivable to be an asset when 
dividend surplus is being computed. In Spen­
cer v. Lowe, 198 Fed. 961 (1912), Circuit 
Judge Smith said:
"Where a corporation is created for the 
purpose of merchandising, while it has no 
power to declare dividends except out of net 
profits, it does not follow that its book ac­
counts against parties to whom merchandise 
has been sold in the ordinary course of busi­
ness and concerning which there is no ques­
tion may not be included in the assets of the 
company in determining whether there has 
been a profit or not.”
According to Justice Kuhn in Quinn v. 
Quinn Manufacturing, 201 Mich. 664 (1918) : 
"It is well established that book accounts 
concerning which there is no question may 
be included in the assets of a corporation in 
determining whether or not there has been 
a profit.”
Justice Hall, in Slayden v. Seip Coal Com­
pany, 25 Mo. App. 439 (1887), made the 
following statement:
"It may be conceded for the present case, 
that a corporation may declare a dividend on 
uncollected accounts supposed to be good, 
and this, too, although the corporation may 
be in debt, if it be honestly and reasonably 
believed that the accounts will not be neces­
sary to pay the debts.”
In Park v. Grant Locomotive Works, 40 N.
J. Eq. 114 (1885), it was held that notes re­
ceivable are assets. Vice-Chancellor Van Fleet 
stated the rule in these words:
"If, as in this case, merchandise is sold 
and securities payable at a future date are 
taken in payment, it is entirely proper—nay, 
if accuracy is desired, it is indispensable— 
that in making a statement of the condition
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of the business, the securities should be put 
down as part of its assets.”
In other decisions, overdrafts (Main v. 
Mills, 16 Fed. Cas. No. 8,974 (1874)), a 
guaranty (American Steel and Wire Company 
v. Eddy, 138 Mich. 403 (1904)), and out­
standing loans (Loan Society of Philadelphia 
v. Eavenson, 248 Pa. 407 (1915)) have been 
considered assets by the courts when surplus 
was being determined for dividend purposes.
People v. San Francisco Savings Union, 72 
Cal. 199 (1887), is a decision which is con­
trary to the majority rule. The San Francisco 
Savings Union intended to include in its 
profits accrued interest on government bonds 
which was not payable until a later date but 
the bank commissioners objected to such pro­
cedure. The question before the court was 
whether this organization was authorized by 
law to pay as a dividend to stockholders, this 
interest, which was accrued but not actually 
collected. Chancellor Searls, speaking for the 
Supreme Court of California, made the fol­
lowing statements:
"Money earned as interest, however well 
secured, or certain to be eventually paid, 
cannot in fact be distributed as dividends to 
stockholders, and does not constitute surplus 
profits within the meaning of the statute.
"To hold to the contrary would, we 
think, tend to open the door to a practice 
under which the assets of a corporation 
would be liable to distribution as dividends, 
upon no surer basis than the judgment of 
their directors as to the value of their bills 
receivable. Such is not, and should not be, 
the policy of the law.
"The capital and all the assets except sur­
plus profits are to be retained intact and 
form a fund to which creditors of the cor­
poration have a prior right over stockhold­
ers. If some portion of this fund may be 
distributed in lieu of interest earned, but not 
collected, then cases may arise in which all 
of it may be so distributed, a practice which 
we deem subversive of the essential prin­
ciples upon which corporations of this char­
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acter are organized, and under which prac­
tically the rights of creditors might be 
greatly impaired.
“The fact that defendant has security for 
the interest due does not make the unpaid 
interest a profit. Until paid in, it is not 
money in hand. Contingencies may arise to 
prevent its being realized. It is time to dis­
tribute this interest when it is actually re­
ceived by the bank.”
Unrealized assets must be reduced to their 
present value before they can be considered. 
In Hubbard v. Weare, 79 Iowa 678 (1890), 
the court held that in computing profits to 
determine the amount available for dividends 
that the outstanding accounts should not be 
stated as an asset without deducting the esti­
mated loss upon such accounts. Justice Given 
said:
"No deduction was made for shrinkage 
or loss in collections. That a loss would 
occur is inevitable, and, though that loss 
could not be determined with exactness, ex­
perience would indicate about what it should 
be. Without such an approximation, the 
result would not show with any reasonable 
certainty the state of the company’s affairs.” 
In Park v. Grant Locomotive Works, 40 
N. J. Eq. 114 (1885), some securities of which 
there was some doubt as to collection in full 
had been taken in payment for locomotives. 
The court held that an allowance must be made 
for possible losses on these securities in com­
puting net profit for dividend purposes. Moore 
v. Murchison, 226 Fed. 679 (1915) is a case 
in which accounts and bills receivable, carried 
on the books at about $19,000, brought in only 
$5,000. The court held that dividends based 
upon such overstated assets were declared from 
capital. Justice Spring, in Wesp v. Muckle, 
120 N. Y. S. 976 (1910), decided that divi­
dends were from capital where only $9,000 
were realized from accounts carried at $70,000 
on the records.
Current debts need not be paid before divi­
dends can be declared, and they may be funded 
or their payment deferred in another manner. 
According to Chief Justice Peters in Belfast 
and Moosehead Lake Railroad Company v. 
City of Belfast, 77 Me. 445 (1885):
"But it does not necessarily follow that 
debts should first be wholly paid, before a 
declaration of dividends, merely because 
they are of a floating character. It may be
said that it would be reasonable and proper 
to convert such liabilities into a funded 
debt.”
However, the court added:
"If there is a floating debt, which it is not 
wise and prudent to place in the form of 
a funded debt, or to postpone for later pay­
ment, that should . . .  be paid.”
In O’Shields v. Union Iron Foundry, 93
S. C. 393 (1912), Justice Woods spoke as 
follows:
"It is true that . . . debts were greater 
than the net earnings, but the law does not 
require that a corporation shall be entirely 
out of debt before it shall declare a divi­
dend. Debts often represent investments in 
machinery and other property, and their ex­
istence is not proof that the corporation 
made no profit.”
There is a contrary English decision. In 
Corry v. Londonderry and Enniskillen Rail­
way, 29 Beav. 263 ( 1860), Sir John Romilly, 
Master of the Rolls, held that any debts of the 
company which were due constituted proper 
deductions from the earnings before the profits 
properly distributable could be ascertained.
That accrued interest on bills payable should 
be approximated and considered as a liability 
before the payment of dividends was ruled by 
the court in Hubbard v. Weare, 79 Iowa 678 
(1890). The court, in Indiana Veneer and 
Lumber Company v. Hageman, 105 N. E. 253 
(1914), decided that amounts paid for dis­
count on money borrowed by the corporation 
must be considered an expense in determining 
profits. The same rule applies to sums due 
for insurance.
The courts, in dividend cases, have been 
quite uniform in holding that it is unnecessary 
for a corporation to apply all of its income to 
the payment of a funded or permanent debt. 
In Excelsior Water and Mining Company v. 
Pierce, 90 Cal. 131 (1891), a case involving 
a wasting asset, Chief Justice Beatty said:
"We do not think it would be necessary 
to pay, in the first place, the whole of such 
debts. . . .  At all events, we are clear that 
the directors of a mining corporation, which 
has become indebted either by acquiring its 
property encumbered with debt, or by mak­
ing permanent improvements for the thor­
ough and systematic working of its mines 
and other property, are not quilty of in­
fraction of section 309 of the Civil Code
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merely because they declare and pay divi­
dends out of the net proceeds of their mine 
without first paying the whole of such 
debts.”
The same court continued:
" . . . i f  they have fairly and honestly 
applied towards the payment and extin­
guishment of the debts of the company, a 
share of the net earnings satisfactory to its 
creditors and reasonable proportional to the 
amount of its indebtedness . . . they may 
properly and safely pay out the remainder 
in dividends, because such remainder may in 
such cases be justly regarded and treated as 
surplus profits of the business.”
The interest due but unpaid on the perma­
nent debt of a corporation must be treated as a 
liability on the balance sheet and charged to 
income as an expense. According to Justice 
Jackson, in Mobile and Ohio Railroad Com­
pany v. Tennessee, 153 U. S. 486 (1894) :
" . . . the payment of the annually ac­
cruing interest on the bonded debt of the 
railroad company was a proper charge 
against the net earnings to be paid before 
dividends could be declared thereon.” 
Similar statements are found in St. John v. 
Erie Railway Company, 21 Fed. Cas. No. 12,- 
226 (1872), Excelsior Water and Mining 
Company v. Pierce, 90 Cal. 131 (1891), 
Fricke v. Angemeier, 101 N. E. 329 (1913), 
Union Pacific Railroad v. United States, 99 
U. S. 402 (1878), and several other leading 
dividend cases. In Gratz v. Redd, 43 Ky. 178 
(1843), Chief Justice Ewing gave the follow­
ing justification of the principle:
"If annually accruing interest be charge­
able to and paid out of capital, it would, in 
process of time, swallow up the whole 
amount, leaving the Company with their 
debts unpaid, in bankruptcy and ruin, while 
the stockholders, for whose easement the 
power to borrow was allowed, are permitted 
to distribute among themselves the funds 
of the Company, under the false name of 
surplus profits.”
Several of the early dividend decisions were 
adverse to making any allowance for deprecia­
tion of fixed assets. In United States v. Kansas 
Pacific Railway Company, 99 U. S. 459 
(1878), the Supreme Court of the United 
States held that only such expenditures as were 
actually incurred could be charged to profit
and loss and thereby showed that it failed to 
recognize the necessity of providing for de­
preciation. Chief Justice Waite, in Eyster v. 
Centennial Finance Board, 94 U. S. 500 
(1876), went so far as to say:
"The public, when referring to the profits 
of the business of a merchant rarely ever 
take into account the depreciation of the 
buildings in which the business is carried 
on, notwithstanding they may have been 
erected out of the capital invested. . ."
In Mackintosh v. Pere Marquette Railway 
Company, 34 Fed. 582 (1888), the court de­
cided that charges to the profit-and-loss account 
for depreciation could not be allowed because 
there had been no actual expenditures. Vice- 
Chancellor Van Fleet, in Park v. Grant Loco­
motive Works, 40 N. J. Eq. 114 (1885), held 
that where a contract provided that all the 
net profits of a corporation should be dis­
tributed to stockholders after the payment of 
taxes, insurance and an amount necessary to 
keep the plant in its original condition, the 
directors could not reserve a further sum for 
depreciation. The court maintained that writ­
ing down the assets to the amount of $50,100 
when $100,000 had been spent in maintenance 
was erroneous and, apparently, based its con­
clusion on the ground that such expenditures 
would offset depreciation.
The later dividend decisions recognize the 
legitimacy of depreciation allowances. In 
Whittaker v. Amwell National Bank, 52 
N. J. Eq. 400 (1894), a case involving illegal 
payment of dividends on the basis of over­
valued assets, the court recognized depreciation 
as a proper deduction from the value of such 
assets. Justice Kellogg, in People v. State 
Board of Tax Commissioners, 112 N. Y. S. 
392 (1908), held that the net income of a 
corporation for dividend purposes could not 
be determined until depreciation had been Con­
sidered. The same decision was reached in 
Indiana Veneer and Lumber Company v. 
Hageman, 105 N. E. 253 (1914), Cannon v. 
Wiscassett Mills Company, 195 N. C. 119 
(1927), and Dealers’ Granite Corporation v. 
Faubion, 18 S. W. (2d) 737 (1929).
In regard to provisions for obsolescence and 
inadequacy, Justice Kellogg, in People ex rel 
Brooklyn Heights v. State Board of Tax Com­
missioners, 131 N. Y. S. 49 (1911), said:
"It is the right and duty of a public serv­
ice corporation to create a fund from the
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current earnings to keep and make good the 
machinery, appliances, and such parts of the 
plant as from time and use require replace­
ment. In the electrical field, it is just as sure 
that certain machinery now in use will be 
superseded by better machinery, and that the 
public service will require the better ma­
chines as it is that the machinery will in 
time wear out. The creation and mainten­
ance of a fund for the purpose of keeping 
good and efficient the plant and machinery 
of an electrical railway, if reasonable and 
made in good faith for that purpose, and 
not for the purpose of avoiding taxation, 
the court may well consider a step in the 
right direction. . . . Earnings should pro­
vide for wear and obsolescence. . . . ”
The early dividend decisions did not favor 
the capitalization of expenses. In Hubbard v. 
Weare, 79 Iowa 678 (1890), it was held 
that money expended on exhibiting machinery 
at fairs should not be counted as a separate 
item on the balance sheet because it entered 
into the value of the general assets. Justice 
Given said:
"W e are unable to see how money paid 
out as expenses can be considered as an asset 
on hand for distribution, except as it has 
entered into the property on hand in the 
enhancement of its value.”
In the same case it was held that expendi­
tures in the experimental construction of a new 
machine was not an asset but the actual value 
of the machine, if it had any, might be 
counted. The decision of Davenport v. Lines, 
72 Conn. 118 (1899) is also adverse to ex­
pense capitalization. Justice Torrance held 
that about $2,200 expended on an exhibit at 
the Chicago World’s Fair in 1893 advertising 
the company’s scales could not be carried on 
the balance sheet as an asset.
The net profits of a corporation for divi­
dend purposes cannot be determined until 
expenses for maintenance and upkeep have 
been deducted (People v. State Board of Tax 
Commissioners, 112 N. Y. S. 392 (1 908)). 
In Cratty v. Peoria Law Library Association, 
120 Ill. A. 596 (1905), a case in which a 
shareholder sued for guaranteed dividends, 
Justice Vickers said:
"How could this association hope to exist 
without library rooms and some one to care 
for the books. This means necessary ex­
penses besides lights, heat, and taxes must be
paid in order to realize the objects of the 
association. Then all lawyers understand 
that the continuation of reports and addi­
tions of new books and new editions of old 
ones are indispensable to make a law library 
valuable. Still in the face of these very 
essential needs, appellant’s contention is the 
eight per cent dividend must be paid. . . . 
No such unreasonable meaning is to be at­
tributed to the language employed in these 
by-laws.”
Later, when this case was appealed to the 
Illinois Supreme Court (219 Ill. 516 (1906) ) , 
Chief Justice Cartwright made the following 
statement:
"There is one particular in which the con­
tract is in violation of the law and not en­
forcible, and that is in the provision to pay 
dividends before the payment of necessary 
expenses and keeping the capital intact, 
which would include necessary re-binding 
and otherwise keeping the library up to the 
point that the capital would not be im­
paired.”
The decision of the court in Dealers’ Gran­
ite Corporation v. Faubion, 18 S. W. (2d) 
737 (1929) is in harmony with the above­
quoted decision.
There are several decisions to the effect that 
taxes must be deducted before profits for divi­
dends can be determined. Among these are 
People v. State Board of Tax Commissioners,
112 N. Y. S. 392 (1908) ; Corliss v. United 
States, 7 Fed. (2d) 455 (1925) ; Dealers’ 
Granite Corporation v. Faubion, 18 S. W. 
(2d) 737 (1929) and several others. In 
Willcox v. Consolidated Gas Company, 212 
U. S. 19 (1908), Justice Peckham stated the 
general rule in this way:
"Those taxes, even if computed upon an 
erroneous valuation, were properly treated 
by the company as part of its operating ex­
pense, to be paid out of its earnings before 
the net amount could be arrived at applica­
ble to dividends. . ."
Justice Kellogg stated the following dictum 
in People v. State Board of Tax Commission­
ers, 112 N. Y. S. 392 (1908) :
"It is manifestly impossible to determine 
what the net earnings of the company are 
until all taxes and charges are first deducted, 
or provision made therefor.”
A few of the early decisions in respect to 
( Continued on page 371)
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“Shoestring” Banking
B y W . A. P a t o n , C.P.A., Ann Arbor, Michigan
I N the widespread discussion of the Ameri­
can banking system which has been en­
gendered by the events of recent years, and in 
the numerous specific proposals for reform of 
methods and policies in this vitally important 
field of business, it is singular that there has 
been almost no reference to the basic problem 
of capital structure and its relation to the main­
tenance of solvency. Bank managements have 
been censured— and justly, in many cases— 
for making improper advances to bank officers 
and business associates, for becoming involved 
in promotions and security distributions, for 
financing stock speculation through loans 
secured only by the stocks purchased as col­
lateral, for extension of a large volume of 
credit on insufficiently secured mortgages, for 
granting commercial loans without adequate 
investigation, for investing funds in real estate 
bonds and other securities which have proved 
to be neither sound nor liquid, and for other 
questionable practices. Banking departments 
of State governments (and the corresponding 
agencies of the national government) have 
been criticized for inadequate auditing and 
general failure to exercise effective control over 
the policies of specific institutions and of the 
system as a whole. Bank depositors have been 
scored for precipitating the collapse of many 
banks by their frantic efforts to withdraw their 
funds in the face of the impossibility, in gen­
eral, of effecting such withdrawals on a large 
scale, and attention has been given to the ques­
tion of placing further restrictions on the 
rights of depositors. There has also been re­
newed discussion of the difficulties in the way 
of sound banking under the dual system of 
national and State sponsorship and control, 
and under a system which permits the opera­
tion of a host of small, independent institu­
tions. But all of these approaches overlook a 
fundamental factor. It may well be urged that 
the most important inherent weakness of our 
banking system lies in the hazardous financial 
structure which has long been characteristic 
of banking, in the tradition that in this par­
ticular business field— a field of unique sig­
nificance from the standpoint of the stability 
of the entire economic community— it is pos­
sible and desirable to operate on a "shoe­
string.”
The contrast between the capital framework 
of the typical bank and that found in other 
lines is striking. An examination of the finan­
cial statements of several hundred industrial 
corporations fairly comparable in size (total 
recorded resources) to the representative 
American bank (exclusive of the more im­
portant banks in the large cities) shows that 
the stockholders of such companies on the 
average have an equity, in the form of capital 
and surplus, amounting to seventy-eight per 
cent of the assets; among manufacturing com­
panies of this class, in other words, borrowed 
funds— including both current and fixed lia­
bilities— account for only twenty-two per cent 
of the available resources. The statements of 
over two hundred trading companies of simi­
lar size, picked at random from all parts of 
the country, show an average stock equity of 
sixty-eight per cent of book assets, with lia­
bilities, accordingly, of thirty-two per cent. 
Among the large industrial and commercial 
corporations still more conservative financial 
structures are the rule. The recent reports of 
twenty such companies, selected at random 
from those whose stocks are listed on the 
New York Stock Exchange, disclose capital 
and surplus for the group amounting to ninety 
per cent of total assets, and in no case of the 
twenty does the stock equity fall below eighty- 
five per cent of resources. Even in the utility 
and railway fields, the capital and surplus of 
representative companies constitutes a very 
substantial if not preponderant element. For 
example, the statements of ten railway com­
panies, selected at random from among the 
larger systems, show a combined capital and 
surplus amounting to slightly more than fifty 
per cent of the aggregate assets. (And in the 
history of utility and railway operation there 
is plenty of evidence that the traditional form 
of financial structure in this field is by no 
means sufficiently conservative to insure sol­
vency during a period of marked business de­
pression.)
In banking, on the other hand, we have an 
extreme example of "trading on the equity,”
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that is, operating on a shoestring. In the 
representative bank the entire contribution of 
the stockholders, both capital and surplus, is 
scarcely more than a tithe of the total assets 
involved. The report of the comptroller of the 
currency for 1931, for example, shows that on 
September 29, 1931, the recorded resources of 
6,658 national banks totaled $25,746,064,000, 
and that the capital, surplus, and "undivided 
profits” of these banks amounted to only 
$3,582,139,000, less than fourteen per cent. 
The same report shows that on June 30, 1931, 
12,259 State commercial banks reported assets 
of $13,110,127,000, and capital, surplus and 
undivided profits of $1,822,950,000, again 
just under fourteen per cent. Put conversely 
this means that the liabilities of these banks 
(largely deposits) average over eighty-six per 
cent of the book value of all resources (to say 
nothing of market or realizable value).
In the typical banking corporation, then, 
there is no substantial cushion or buffer of 
proprietary investment such as is deemed es­
sential to the maintenance of solvency in other 
lines of activity. There is only a thin veneer 
of capital and surplus between the creditor—
i.e., the depositor—and disaster, a veneer so 
thin that it scarcely requires a major downward 
movement of security values and other prices 
to shatter it. And this notwithstanding the 
fact that the liabilities of the bank, unlike 
those of most business concerns, are virtually 
all obligations which are, in effect, payable on 
demand! When one ponders this condition it 
becomes very easy to understand the partial 
collapse of our banking system during the 
current business recession. Indeed the marvel 
is not that so many banks have closed but that 
so many have managed to keep open. And had 
all individual banks been obliged to stand 
strictly on their own feet, as required in gen­
eral of other business enterprises, the mortality 
rate would undoubtedly have been very much 
higher. It has been only by means of mergers 
and other forms of cooperation among banks, 
and as a result of the extraordinary govern­
mental measures taken to support the struc­
ture, that the debacle has been kept within its 
present bounds.
Granting the special position of the bank­
ing business it can nevertheless be insisted that 
a ratio of capital and surplus to total resources 
of only fourteen per cent is entirely inadequate 
as a safeguard against insolvency. It is true 
that a bank invests only a small part of its
funds in fixed assets of the nature of plant 
and equipment, and that there is almost no 
commitment in the form of inventories of 
merchandise or supplies; and it follows that 
the resources of a bank are not subject directly 
to the shrinkage resulting from falling com­
modity prices and declining construction costs. 
Stated very broadly a bank’s funds are invested 
primarily in various types of rights and claims 
against individuals, business concerns, and 
other entities and institutions. Put more spe­
cifically, this means that a bank’s assets consist 
largely of commercial paper and other types of 
notes and bills, real estate mortgages, bonds 
and other securities more or less marketable, 
balances with other banking houses, and cur­
rency— all in varying proportions. But it is 
idle to assume that a bank’s commitments, 
however carefully made and however well dis­
tributed, carry no risk or loss, particularly dur­
ing a period of depression. As a matter of 
fact the possibility of specific loss and of 
shrinkage in value is very serious, even where 
the policies of the management are beyond 
criticism. The bonds of the United States, it 
is generally agreed, are at the acme of the in­
vestment list, with respect to stability of value 
as well as liquidity; yet Liberty bonds have 
sold below eighty-six and may again. In other 
words, a financial institution with a capital and 
surplus of fourteen per cent and liabilities of 
eighty-six per cent, and with every penny of 
its funds invested in certain issues of Liberty 
bonds at par, would have been definitely in­
solvent in May, 1920, when such bonds were 
selling at around eighty-two. Further, it is not 
wide of the mark to say that a large part of 
the assets of the typical bank are really nothing 
more than a claim, more or less preferred in 
nature, to a cross-section of the economic re­
sources and productivity of the particular com­
munity served, and are therefore subject, in a 
modified form, to the same vicissitudes as are 
such resources and productivity. It is inevita­
ble that this should be the case. A commercial 
bank is not and cannot be a mere repository 
for funds; it must be an institution which is 
vitally involved in the business life of the 
territory covered by its activities.
The essence of successful banking is the 
maintenance of confidence, and by being 
worthy of confidence, and fundamentally this 
is not—as has been almost universally assumed, 
even among the "experts”— a matter of liquid­
ity. Conceivably a bank might be seventy-five
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per cent liquid (meaning that seventy-five per 
cent of its assets were in such form that they 
could be marshalled, in a very short time, for 
the satisfaction of depositors’ claims), or even 
more, and still be insolvent and hence not 
worthy of confidence. Notwithstanding the 
immediate importance of liquid position it 
may be urged that in the current analysis of 
the banking situation far too much attention 
is being given to this factor. Why should a 
bank be expected to tie up thirty per cent, 
forty per cent, fifty per cent, or even more of 
its resources in currency and United States 
bonds, or in some other commitment which 
can be turned into money on demand? Just to 
the extent that this factor is overemphasized 
the bank is prevented from fulfilling ade­
quately its most important function in the 
community, that of facilitating the flow of 
legitimate business transactions. In fact, the 
present emphasis upon liquidity by bank man­
agements (for which they cannot be greatly 
blamed, under the circumstances that have de­
veloped) is one of the serious checks on pos­
sible business recovery. If a bank is to be any­
thing more than a glorified safe-deposit box 
it must use the major portion of the available 
funds in making interest-bearing loans and in 
the other normal activities of banking. Any 
person who is at all sophisticated (and the 
average depositor may be included) knows 
that it is no more possible to operate a com­
mercial bank in such a way that all obligations 
can be paid simultaneously, on demand, than 
it is to build a theatre with such a system of 
exits that all members of a capacity audience 
can be evacuated simultaneously. It is obvious, 
in other words, that a bank cannot function 
normally and still be in a position to liquidate 
all liabilities, immediately and at any time; 
and since the depositor’s confidence in the in­
stitution cannot possibly be secured by this 
route, extreme liquidity becomes an unreason­
able goal for bank management. This does 
not at all deny the necessity in banking, as in 
other lines, for the maintenance of a cash posi­
tion amply sufficient to take care of all ordinary 
and reasonable demands of creditors, and be­
cause of the peculiar position of banking the 
safety factor should be unusually wide in this 
field. But in the case of a sound bank, ability 
to meet, say, twenty per cent of all obligations 
immediately, or within a very few days’ time, 
should represent a sufficient degree of liquidity.
The sound bank is the solvent bank, the
bank which has the ability to pay all claims in 
a reasonable time if called upon to do so. This 
condition is of course not incompatible with a 
high degree of liquidity but it does not depend 
upon it. In banking, as elsewhere in business, 
solvency is even more to be desired than 
liquidity. It is the solvent institution which 
merits and is in general favored with the con­
fidence of the creditor and all others concerned. 
The really vital question on which the matter 
of confidence, and hence soundness, hinges is: 
Are the bank’s resources sufficient to insure 
payment of all liabilities, dollar for dollar, 
assuming them to be turned into cash by an 
orderly and normal process of conversion over 
a period of several months (or even years) ? 
If this question can at all times be answered 
affirmatively and convincingly the essential 
soundness of the bank from the depositor’s 
standpoint is evident, and the managers need 
have little fear that seriously embarassing de­
mands for funds will be made upon them. 
In the history of American banking very few 
solvent banks have had to close their doors, 
even temporarily, and of the handful of such 
banks which have been obliged to suspend 
payments, a large majority have been able to 
resume operations. As in other fields of busi­
ness, failures in banking have been confined 
almost entirely to insolvent concerns (which, 
be it noted, is not the same thing as saying 
that all banks, insolvent at one or more points 
in their history, have failed).
In this connection it may be pointed out 
that much of the prevailing criticism of the 
actions of depositors is quite uncalled for. 
There is no justification or defense for un­
reasoning panic in business matters or else­
where, but where the depositor has ample 
evidence of the fact that the resources of his 
bank are entirely inadequate to meet the lia­
bilities it is rather ridiculous to castigate him 
for trying to save his funds. It is no more 
unreasonable for the depositor to close his ac­
count in an insolvent bank than it is for the 
bank itself to refuse to renew a loan when it 
has become evident that the debtor’s affairs 
have reached a dangerous point. By and large 
depositors have been remarkably forbearing 
and cooperative. There are still today many 
thousands of depositors all over the country 
who are maintaining their accounts in banking 
institutions whose solvency they have very 
serious reason to question.
That lack of confidence in banks, and the
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resulting pressure upon the system, can be 
attributed in large measure to shoestring bank­
ing—banking which employs the depositor’s 
money but very little of the banker’s— can 
hardly be doubted. It is the widespread 
knowledge that the bulwark of capital and sur­
plus is inadequate to absorb the losses suffered, 
that available resources are not sufficient to 
pay the creditors in full, regardless of the time 
taken in the process, that has been primarily 
responsible for the persistent melting away of 
deposits in so many cases. Were the problem 
merely one of temporary panic and lack of 
extreme liquidity, with no question of ultimate 
solvency involved, it is fair to assume that the 
situation would never have become desperate 
and that complete confidence in the banking 
system would have long since been restored.
The fundamental object of business states­
manship is the continuity of the enterprise, 
survival. And business experience has amply 
demonstrated that a conservative capital struc­
ture is one of the most essential of the con­
ditions necessary to the attainment of this 
object. As applied to the typical banking com­
pany this means that the funds contributed or 
accumulated by the stockholders should at all 
times be ample to assure the creditors that with 
reasonably good management (not extraor­
dinary or superhuman administration) there 
need be no anxiety as to the solvency of the 
bank and the safety of deposits. For this 
purpose a capital and surplus element of 
around fourteen per cent of total funds has 
been demonstrated by experience to be entirely 
inadequate. One need not depend on the 
events of the last few years for this conclusion. 
For the period 1865-1929 over 1,300 national 
banks (to say nothing of State banks) were 
placed in receivership, an average of twenty 
per year. This record alone, without reference 
to the catastrophe in which we are still in­
volved, indicates plainly the need for a drastic 
revision of the traditional financial plan under 
which our banks have been operating.
Assuming the inadequacy of a ratio of four­
teen per cent, what is a sound capital and 
surplus requirement in the banking field ? 
There is, of course, plenty of room for debate 
on this point. In the opinion of the writer 
the stockholders of the typical bank should 
furnish as a minimum from twenty-five to 
thirty per cent of the total funds employed. 
In other words, a bank with resources totaling 
$10,000,000 should have a minimum capital
and surplus (including "undivided profits,” 
so-called) of from $2,500,000 to $3,000,000. 
The report of the comptroller of the currency 
for 1929 shows that for the 815 national bank 
receiverships finally closed up to October 31, 
1929, not including the seventy-two banks 
which had been restored to solvency, total dis­
bursements to creditors (in part from funds 
secured through assessments) amounted to 
about seventy-nine cents on the dollar. 
Roughly this indicates an average loss for these 
banks, including the equity of the stockhold­
ers, of from twenty-five to thirty per cent, and 
gives some clue to the shrinkage to which bank 
assets are subject. On the other hand, the 
receiverships closed in recent years have shown 
a much higher percentage of loss. The de­
termination of the proper percentage is a ques­
tion of practical judgment based on the ex­
perience of the business world generally, and 
tinctured by a recognition of the special con­
ditions attaching to bank operation and the 
peculiarly important role which banking plays 
in the economic process. A standard of twenty- 
five to thirty per cent for the cushion of capital 
and surplus would obviously be quite insuf­
ficient to insure solvency if banking were an 
entirely unregulated business, in which each 
bank represented a completely independent 
unit operating without restriction or super­
vision and pursuing policies determined solely 
by the views of its own management. The 
standard suggested assumes a banking system 
which is at least no worse, with respect to 
other features, than our present system.
It should be emphasized that it is the 
percentage rather than the amount of capital 
and surplus which is of prime importance; and 
it follows that requirements as to amount of 
initial capital and paid-in surplus are not 
sufficient in themselves to insure a strong 
financial structure. When the institution is 
launched and for some time thereafter the 
commitment of the stockholders may be en­
tirely adequate to maintain solvency. With 
the growth of deposits, however, the cushion 
of capital and surplus becomes steadily thinner, 
and the intrinsic position of the bank weaker, 
unless steps are taken to expand the proprie­
tary element in proper amount. Most banks 
meet this problem in a measure by permitting 
profits to accumulate, but in general this device 
alone does not represent an adequate means of 
increasing the equity of the stockholders. From 
time to time as the institution grows additional
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capital should be raised through further issues 
of stock, the favored method of financing ex­
pansion the business world over. This point 
was evidently appreciated by the management 
of a large New York bank which in 1928 
issued to its stockholders rights to subscribe 
for additional shares and announced in con­
nection with this financing that it was the pol­
icy of the bank to maintain at all times a capital 
and surplus of approximately one-eighth of 
the total resources. The only objection to the 
policy in this case is the assumption involved 
— quite in keeping with banking tradition— 
that a stock equity of twelve and one-half per 
cent is adequate.
A requirement that banks maintain a ratio 
of capital and surplus to total recorded assets 
of not less than twenty-five to thirty per cent 
would constitute a much more effective pro­
tection for depositors than the provision for 
levying an assessment on stockholders in the 
event of a receivership. The former would 
tend to give the stability and strength neces­
sary to insure the maintenance of confidence 
and avoidance of insolvency; the latter is 
especially unsatisfactory in that it comes into 
effect only after the damage is done. Further, 
assessment is by no means tantamount to col­
lection. The reports of the comptroller of the 
currency show that in the case of 1,241 na­
tional banks for the period 1865-1929 assess­
ments were levied in the process of receiver­
ship totaling $92,315,740, and that assess­
ments collected amounted to only $44,614,817, 
less than fifty per cent.
If bank stockholders were required to furn­
ish a much larger percentage of the total 
funds employed than at present the opportun­
ity for making profits in banking would un­
doubtedly be thereby restricted. Shoestring 
operation is a marvelous device for making 
money. However, trading on a thin equity is 
distinctly a fair-weather policy. As long as 
everything is running smoothly such a policy 
tends to augment profits rapidly, but in times 
of depression it is this same factor which ac­
celerates contraction of earnings and often pre­
cipitates complete disaster. Certainly these 
trying days make clear the enormous folly of 
predicating financial structures and business 
methods on the assumption of continuous up­
ward trends, of good times which, like the wid­
ow’s cruse of oil, are never-failing. The cost 
to bank stockholders, to bank depositors, and 
to the business world generally of the banking
collapse of the last few years has been colossal. 
Bank receiverships and failures, even more 
than such catastrophes in other lines, exact a 
terrific toll in business paralysis and loss. No 
one can say to what extent the depression has 
been magnified and prolonged by the banking 
situation but that the effect in this direction 
has been serious cannot be doubted. It is at 
any rate obvious that the price paid for shoe­
string financing in the long run greatly out­
weighs any temporary advantage realized by 
the stockholders from this practice.
There is no warrant for the view that trad­
ing on a thin equity is essential to successful 
bank operation. Granting that this policy 
tends to increase profits it by no means follows 
that reasonable profits could not be earned if 
a much more substantial contribution were re­
quired of the stockholders. As in other lines, 
all of the funds invested in banking have in­
trinsic earning power, and this power is 
neither increased nor diminished by the pro­
portions of proprietary and borrowed capital 
involved. In other words, neither the gross 
revenues nor the expenses of a bank with 
resources, for example, of $10,000,000 would 
be in any way affected by the fact that stock­
holders furnished $3,000,000 instead of $1,-
500,000, except that interest payments to credi­
tors would be smaller in the former case than 
in the latter. Or, to put the point still more 
definitely, if a bank with total resources of 
$10,000,000, and with capital and surplus of 
$1,500,000 and liabilities of $8,500,000, were 
earning an annual net profit of $150,000, or 
ten per cent, the same bank with a capital 
and surplus of $3,000,000 and liabilities of 
only $7,000,000, all other conditions remain­
ing unchanged, would earn a profit of $195,-
000 ($150,000 plus $45,000, the latter figure 
being the saving in interest charges, at an 
assumed rate of three per cent, with the re­
duction in liabilities and corresponding in­
crease in capital and surplus of $1,500,000), 
or six and one-half per cent. Further, it 
should be remembered that under a competi­
tive system the tendency to increase the rate of 
profits as a result of thinning the equity can 
hardly be viewed as a permanent and un­
changing feature. That is, the competition 
among bankers for business can be assumed in 
the long run to operate to hold the rate of 
return in banking to a more or less normal 
level, in the light of the conditions in the 
field. One form which this competition has
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taken is the establishment of rates of interest 
on deposits which have proved to be incom­
patible with sound banking in that in bad 
times they can be maintained, if at all, only 
by impinging upon the equity of the stock­
holders. Very likely a substantial widening of 
the element of capital and surplus in banking 
would have a tendency to lower the level of 
interest rates to depositors; but this would be 
a constructive and stabilizing influence, not 
unfavorable to the depositor in the long run.
There is no measure which would contribute 
to the development of sound and responsible 
banking more effectively than the establish­
ment of a minimum capital and surplus re­
quirement of twenty-five to thirty per cent of 
total resources employed. Aside from the 
direct influence of such a requirement on the 
maintenance of solvency, it would tend to 
place banking in strong hands and insure con­
servative operation. With the lure of phe­
nomenal profits on a shoestring investement 
eliminated, unskilled operators, with inade­
quate financial backing, would be less likely 
to attempt to enter the field, the competition 
for depositors’ accounts would be placed on
a more wholesome basis, and more careful 
and prudent administration would be encour­
aged.
It is obvious that the requirements proposed 
—which would mean pouring at least four or 
five billions of additional capital into the bank­
ing business— could not be put into effect 
immediately. But the writer contends that 
some such requirement should be a feature of 
any far-reaching program of banking reform. 
Through restrictions on cash dividend dis­
bursements and through additional issues of 
stock from time to time it would be entirely 
feasible for most banks to attain the desired 
financial structure in a reasonable period of 
years. Perhaps the major effect of carrying 
out such a program, assuming other factors 
and conditions to remain substantially un­
changed, would be to increase the holdings by 
banks of United States government bonds and 
other securities of the highest grade and to in­
crease the holdings of bank stocks on the part 
of individual investors— a financial develop­
ment to which there would be no serious ob­
jections, especially in view of the increasing 
soundness of bank stocks accompanying such 
development. 
Investing Depreciation
B y C h a r l e s  H e c h t , C.P.A., New York City
P l a n t  I n v e s t m e n t
I have no sympathy with that school of 
thought which considers the cost of plant an 
unchangeable, inflexible value; yet that is the 
basis for determining depreciation and includ­
ing it as one of the recoverable cost items, thus 
influencing selling price.
The economic value of land, building and 
equipment changes constantly, yet the only 
change of which industry has been cognizant 
is the one which wrote up these values when 
expansion made it desirable. If, as I believe, 
plant investment is a living thing, subject to 
economic changes, it should be inventoried 
from year to year, and its losses, as well as its 
gains, be made the subject of financial ex­
pression.
In its initial form plant investment is a 
contribution of capital and, as capital, is sub­
ject to contraction and expansion. The effect 
which a constantly changing economic value
has upon it through the rise and fall of market 
value of land, building and equipment should 
be taken into consideration. It may not be con­
sidered good accounting form at the present 
time to express such changing values; but 
good accounting form must give way to sound 
business practice, and sound business practice 
demands that land, building and equipment 
values be appraised annually in the light of 
their known reproducible values and their 
real worth to the business; that such values 
should be expressed in any showing of capital.
The balance sheet of many businesses would 
show rather striking changes and management 
would be subject to a more stern appraisal of 
its accomplishment if such changed values 
were made common practice. If this were 
done it is reasonable to assume that more con­
sideration would be given to obsolescence and 
real life than is at present the vogue; in con­
sequence, industry would execute major ex­
pansion policies when periods of deflation
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occur, thus insuring a greater degree of con­
servation and safety for the investor.
W h a t  is D e p r e c i a t i o n ?
Production cost is not a fixed thing ; rather 
it is constantly fluctuating, and, if depreciation 
is an element of cost, it should be subject to 
the fluctuation which is brought about by the 
change in value in the particular property 
which it affects.
This recovery of depreciation as an element 
of cost is important as a factor in fixing the 
selling price of the commodity to be marketed. 
The business which has acquired property in 
deflation periods is in a more strategic position 
to obtain business in competitive markets in 
deflation times than is the business which has 
acquired similar facilities in periods of ex­
pansion and which does not adjust its de­
preciation to the current market value of the 
properties used.
We are reminded of the investor who pur­
chased industrial bonds of a registered type, 
locked them in his safe-deposit box and 
promptly proceeded to forget their ownership, 
considering only the income which he was to 
receive, and the rude awakening which was 
his when, one dark day, he was advised that 
the mortgagor had defaulted in interest pay­
ment, and subsequent events developed that 
the lien did not then represent the current 
value of the property. Management had failed 
to provide for the replacement of capital.
An atrophic condition comes about when 
land, building, and equipment values waste 
away, either from natural or unnatural causes; 
and depreciation which is set aside for their 
wear and tear or obsolescence is reinvested in 
the business.
The replacement of capital requires that 
consideration be given not alone to the chang­
ing value of the property owned, but also to 
the excessive repair and maintenance charges 
which find their way into the cost of the 
product to be marketed. Land values may in­
crease to an extent where the taxes thereon 
influence cost of production adversely; the 
cost and maintenance of power plants and the 
type of building used in the enterprise may 
also influence cost adversely; and last, but not 
least, the type of equipment used may make 
its maintenance charges entirely disproportion­
ate to the service which it renders. These three 
conditions influence the cost of the product, 
the profit which is left and the portion of that 
profit which should be set aside to replace the
facility, secure the investment of capital and 
provide for the income to which such capital 
is entitled.
Why should depreciation be considered as 
a factor in the cost of production, especially 
when in the keenness for obtaining business 
some concerns, in a particular industry, omit 
its inclusion therein? Should not depreciation 
be omitted in the determination of cost and in 
its stead represent a setting aside of profits, 
and the investment of these profits, in order 
that funds may become available for the re­
placement of property? Capital is entitled to 
its just reward, but it is not to be subject 
to double taxation which operates in asking 
that it should return income on that portion 
invested in property while taxing the property 
with depreciation, which depreciation becomes 
an element of cost production. The investment 
of depreciation requires that there must be 
something to invest. There is nothing to in­
vest when depreciation is added to cost of 
production, for when this is done we are treat­
ing the property in the same manner as ma­
terial is handled; that is, we consider that the 
property is being consumed by the amount of 
depreciation which is taken from it. This is 
what transpires when depreciation is made 
part of production cost, recoverable in selling 
price.
When, however depreciation is taken away 
from profits, the very act of so doing sets 
aside an amount of profit for a definite pur­
pose. This method of treatment takes cogni­
zance of property being a portion of the capital 
and, as capital, should be kept alive, and not 
permitted to stagnate or atrophy; it is essential 
that the profits so set aside be invested in 
order to become available when required for 
renewal, replacement or extraordinary repair.
W h y  I n v e s t  D e p r e c i a t i o n ?
The funds needed to purchase property are 
obtained from the owners of business or from 
profits earned by business. In the most re­
stricted sense, the funds required for replace­
ment or obsolescence of property, if obtained 
from outside sources, place the onus on man­
agement to earn additional profits without 
necessarily reducing costs or increasing volume, 
whereas, if the funds are obtained from the 
profits set aside for depreciation, the capital 
becomes a so-called revolving fund repleting 
itself constantly and making it unnecessary to 
strive for greater volume.
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H o w  t o  I n v e s t  D e p r e c ia t io n
There are many business executives who 
believe it wiser to invest depreciation in their 
own businesses, which investment is necessa­
rily made in accounts receivable or in inven­
tories or in both. Such executives argue that 
the investment brings a greater return than 
when invested outside the business. They over­
look two important factors, namely: availabil­
ity and safety of principal. It is usually found 
most inconvenient to withdraw money from 
the business when depreciation is invested 
therein, and such a step requires withdrawal 
when all cash resources are needed for opera­
tion purposes; then, too, there exists the de­
sire to expand the facilities with funds for 
which the management acts in a fiduciary ca­
pacity. It is therefore important that the 
safety of principal, i.e., the investment of the
depreciation, should be made outside of one’s 
own business. Availability and safety of prin­
cipal being the two prime factors, it stands to 
reason that the investment yield will be small, 
and marketability rapid. The type of invest­
ment is, therefore, by the very nature of things, 
confined to such securities as are legal invest­
ments for savings banks, estates and other 
fiduciary institutions, or in industry where the 
depreciation is small. The investment of de­
preciation can be made in savings banks or 
building and loan associations.
The influence of such a policy on sound 
business management is apparent; the value of 
property, its effectiveness and character are 
given as much consideration as the more liquid 
assets of a business; trends toward atrophy are 
more readily discerned and proper correctives 
applied. Property values then become a living 
organism and not frozen assets.
The Statement of Credit Position
B y H a r o l d  B a k e r  E v e r s o l e , C.P.A., Iowa City, Iowa
T HE trend of the times undoubtedly is to­
ward more explicit statements of financial 
condition and toward full and frank exposi­
tion of facts that are pertinent to the financial 
analysis of business organizations.
Certain bodies, such as the New York and 
Chicago Stock Exchanges have formulated 
rules recently which, if generally adopted, will 
make corporate reports more consistent, com­
parable, and understandable. The rules 
promulgated to date in most instances stress 
accounting principles rather than statement 
form. The writer believes that some state­
ments, particularly those used for credit analy­
sis, need to be changed also. The following 
exposition presents a suggestion as to what 
may be done in a new "hybrid-type” statement 
which may be called the "Statement of Credit 
Position.”
Nature o f the Statement—The statement of 
credit position is an adaptation of the state­
ment of affairs arranged to meet the needs of 
the going concern. The valuations used and 
the account titles are the same as those ap­
pearing in the balance sheet, but the con­
ventional balance-sheet form is abandoned. 
The statement brings out clearly the equities 
of each class of creditors in specific assets or 
groups of assets. The capital interest is segre­
gated as a residual equity.
Uses o f the Statement—The statement of 
credit position has three main possibilities:
1. It may be used by the management of 
the enterprise in the development of the finan­
cial budget.
2. It may be used in conjunction with the 
balance sheet and statement of application of 
funds in the analysis of the working capital 
position.
3. It may be submitted to a prospective 
creditor as partial evidence in connection with 
a request for a loan or credit extension.
The Balance Sheet in Credit Analysis— A 
balance sheet prepared in the usual form can­
not be analyzed without the use of consid­
erable collateral information. The statement 
of credit position presents most of the desired 
information on its face in a form that is ob­
vious enough to be readily understandable.
The Statement o f Affairs as a Credit State­
ment—It has been suggested that the statement 
of affairs, which shows assets valued on a 
liquidation basis, be used in support of re­
quests for credit extension. The reasoning 
back of the suggestion has been that a state­
ment so prepared would show that all credi­
tors would be paid in full, even if the business 
should be forced into liquidation.
There is some value in the idea, but it lacks 
general practicability. Appraisals would be
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Totals ...................$ 96,175.00 $ 31,873.00 $ 64,202.00 64,202.00
Total Fixed Assets.......................................................  84,202.00
Intangible Assets:
G oodw ill............................................................................ $ 10,000.00
Patents and Trademarks...............................................  1.00
Total Intangible Assets............................................. 10,001.00
Deferred Charges:
Bond Discount..................................................................  $ 225.00
Prepaid Advertising......................................................... 250.00
Unexpired Insurance......................................................  980.00
Total Deferred Charges.............................................  1,455.00
Total Assets............................................................................ $195,238.50
required for the preparation of the statement, 
since few, if any, going concerns keep liquida­
tion values in the records. Appraisals take 
time and are costly. It is, also, questionable if 
liquidating values should be placed on any 
going concern statement that is to be placed in 
the hands of an outsider. Market and appraisal 
values move up and down as the years pass. 
So long as they move upward and appreciation 
takes place, the picture presented by using 
them is pretty. When they move downward,
the picture may become less beautiful, even 
ugly. Since credit analysts almost invariably 
discount the values presented, it would seem 
safer on the average to stick to historical costs. 
They might not show up so well on the up­
swings, but it is a certainty that they would be 
nicer to behold on the downswings. Further­
more historical costs can be established from 
the records. Over a period of time they do 
present a reasonably accurate picture.
An Illustration— The Reynolds Corporation
Exhibit A 
THE REYNOLDS CORPORATION
B a l a n c e  S h e e t  a s  o f  M a r c h  31, 1933
Current Assets:
Cash .........................................................
Accounts Receivable..............................
Less Reserve for Bad Debts..............
Notes Receivable......................................
Accrued Interest on Notes Receivable.
Raw Materials...........................................
Finished Goods........................................
Factory Supplies on Hand.....................
Total Current Assets..........................
Current Investments:
U. S. Fourth 4¼ Liberty Bonds.........
Fixed Investments:
First Mortgage Bond Sinking Fund. . 
Fixed Assets:
Land ...........................................................
A ssets
.$  41,360.00
1,693.00
$ 18,434.00
39,667.00
1,250.00 
18.00
8,231.00
15,688.00
85.00
$ 83,373.00 
5,007.50
11,200.00
$ 20,000.00
Buildings 
Machinery 
Equipment . . . 
Delivery Truck.
Cost 
.$  50,000.00 
40,000.00
4,375.00
1,800.00
Reserve for 
Depreciation 
$ 16,000.00
13,983.00
1,990.00
Net 
$ 34,000.00
26,017.00
2 ,385.00
1,800.00
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L ia b il it ie s  a n d  C a p it a l
Current Liabilities:
Accounts Payable......................................................................... $ 18,904.00
Notes Payable................................................................................ 18,100.00
Accrued Interest on Bonds Payable..........................................  525.00
Accrued Interest on Notes Payable..........................................  209.25
Accrued Wages Payable.............................................................. 125.00
Other Liabilities with Prior Liens............................................  198.50
Accrued State and Local Taxes................................................... 398.00
Estimated Federal Income Tax...................................................  623.50
Total Current Liabilities.......................................................  $ 39,083.25
Long-Term Liabilities:
First Mortgage Bonds Payable, 6 % ........................................$ 35,000.00
Debenture Bonds Payable, 7 % ................................................. 15,000.00
Total Long-Term Liabilities................................................... 50,000.00
Net Worth:
Capital Stock............................................................................... $ 75,000.00
Surplus ........................................................................................  31,155.25
Total Net Worth....................................................................  106,155.25
Total Liabilities and Capital.........................................................  $195,238.50
has assets, liabilities, and capital as shown in 
the preceding balance sheet.
A mortgage of $35,000 was placed on the 
land and buildings at the time the seven-per­
cent mortgage bonds were issued. A sinking 
fund of $11,200 has been built up in accord­
ance with the sinking fund clause in the mort­
gage.
On March 20, 1933, the corporation pur­
chased an $1,800 delivery truck, paying $700 
cash and signing a note secured by a chattel 
mortgage on the truck for the balance of 
$1,100. $19.25 interest has accrued on the 
note.
U. S. Fourth 4¼ Liberty Bonds, par value 
$5,000, market value $5,007.50 on March 
30, 1933, have been put up as collateral to 
secure in part a note payable for $8,000. Ac­
crued interest on the note is $120.
Warehouse certificates covering raw ma­
terials worth $3,800 have been pledged as 
partial security on a $4,000 note payable. All 
materials are valued at market, which is lower 
than cost. Accrued interest on the note is $70.
The goodwill, valued at $10,000, is the 
amount originally set up on the books at the 
time of incorporation.
The patents and trademarks are carried at 
a nominal figure of $1.00. The company has
written off the balance of their cost against 
surplus, preferring to treat the item with 
extreme conservatism.
Accounts receivable and notes receivable are 
trade items. There are no receivables from 
officers or employees. There are no discounted 
notes receivable.
Finished goods are valued at the factory 
cost as shown in the cost records. This method 
of valuation is used consistently by the com­
pany.
The prepaid advertising item covers book­
lets and folders on hand.
Of the unexpired insurance, $280 represents 
prepayments covering the current year. The 
balance of $700 applies to periods subsequent 
to 1933.
From the above information the statement 
of credit position is prepared.
Discussion o f the Statement —  The Book 
Value columns contain the values of the vari­
ous items as shown in the balance sheet but 
arranged in different order. The total of the 
columns agree with the balance-sheet totals.
Under "Assets Pledged with Fully Secured 
Creditors” are listed those items which are 
equal to or in excess of the value of the lia­
bilites secured. Each liability is deducted from 
the specific asset or group of assets by which
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it is secured. If the security consists of fixed 
assets, any excess of value above the liability 
secured is carried to the column headed "U lti­
mately Available for General Creditors.” If
Book Value Assets Pledged with Fully Secured Creditors 
$ 20,000.00 Land— Valued at actual cost $20,000.00
34,000.00 Buildings: Cost..................... $50,000.00
Reserve for Depreciation. 16,000.00 34,000.00
11,200.00 First Mortgage Bond Sink­
ing Fund............................  11,200.00
Total Assets Pledged to
First Mortgage Bonds. $65,200.00
Deduct: First M ortgage
Bonds, 6% , Contra......... $35,000.00
Accrued Interest, Contra. . . 525.00 35,525.00
Balance Available for Gen­
eral Creditors.................
1,800.00 Delivery Truck (Purchased
March 20, 1 9 3 3 ) ..............  $ 1,800.00
Deduct: Notes Payable, Contra $ 1,100.00
Accrued Interest................  19.25 1,119,25
Balance Available for Gen­
eral Creditors.................
Assets Pledged with Partially Secured Creditors 
5,007.50 U. S. Fourth 4¼ Liberty Bonds— De­
ducted Contra (Market Value March 
30, 1 9 3 3 ) ..................................................$ 5,007.50
3,800.00 Raw Materials— Deducted Contra (Mar­
ket Value March 30, 1 9 3 3 ) .................$ 3,800.00
Current Assets Not Pledged with Creditors
18,434.00 Cash ................................................................$18,434.00
39,667.00 Accounts Receivable.............. $41,360.00
Less Reserve for Bad Debts. 1,693.00 39,667.00
1,250.00 Notes Receivable........................................... 1,250.00
18.00 Accrued Interest on Notes Receivable. . . 18.00
4,431.00 Raw Materials (Market Value March 30,
1933) ......................................................... 4,431.00
15,688.00 Finished Goods (Factory Cost per
Records) ....................................................  15,688.00
Currently 
Available 
for General 
Creditors
Ultimately 
Available 
for General 
Creditors 
and Owners
$  2 9 ,6 7 5 .0 0
6 8 0 .7 5
the security consists of current assets, any ex­
cess of value above the liability secured is car­
ried to the column headed "Currently Avail­
able for General Creditors.”
Exhibit B
THE REYNOLDS CORPORATION
S t a t e m e n t  o f  C re d it  P o s itio n  as o f  M a r c h  3 1 , 1933  
A sse ts
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85.00 Factory Supplies on Hand........................  85.00
Total Free Current Assets....................$79,573.00
Deduct Preferred Claims— Per Contra. . 1,345.00
Balance Available for General Creditors $ 78,228.00 
Deduct Current Claims of General Credi­
tors— Contra..........................................  27,286.50
Excess of Free Current Assets over
Claims of General Creditors...........
Fixed Assets Not Pledged with Creditors 
Reserve for
Item Cost Depreciation Net
26,017.00 Machinery .$ 40,000.00 $ 13,983.00 $ 26,017.00
2,385.00 Equipment. . 4,375.00 1,990.00 2,385.00
Totals . .$  44,375.00 $ 15,973.00 $ 28,402.00
Tangible Assets Available for Long-Term Creditors 
Deduct Long-Term Claims of General Creditors—
Contra....................................................... .................
Tangible Assets Ultimately Available for Stock­
holders ..................................................................
Intangible Assets
10,000.00 Goodwill.........................................................................
1.00 Patents and Trademarks..............................................
Deferred Charges
225.00 Bond Discount................................................ $225.00
250.00 Prepaid Advertising........................................ 250.00
980.00 Unexpired Insurance........................................ 980.00
Total Deferred Charges.............................
$195,238.50 Assets Ultimately Available for Stockholders. .........
Exhibit B
THE REYNOLDS CORPORATION
Statement of Credit Position Liabilities and Capital
Current 
Claims of 
General
Book Value Liabilities Preferred by Law Creditors
$ 398.00 Accrued State and Local Taxes— Deducted Contra.
623.50 Estimated Federal Income Tax— Deducted Contra.
125.00 Accrued Wages Payable— Deducted Contra.............
198.50 Other Liabilities with Prior Liens —  Deducted
Contra.........................................................................
Fully Secured Liabilities
35,000.00 First Mortgage Bond, 6% — Deducted Contra.........
525.00 Accrued Interest on Bonds— Deducted Contra.........
1,100.00 Notes Payable (Secured by Chattel Mortgage) —
Deducted Contra.......................................................
50,941.50
28,402.00
$109,699.25
15,000.00
$ 94,699.25
10,000.00
1.00
1,455.00
$106,155.25
Long-Term 
Claims of 
General 
Creditors
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19.25 Accrued Interest on Notes Payable —  Deducted
Contra.........................................................................
Partially Secured Liabilities
8,000.00 Notes Payable.............................................. $8,000.00
120.00 Accrued Interest on Notes Payable...........  120.00
T o ta l......................................................... $8,120.00
Deduct U. S. Liberty Bonds— Contra. . . . 5,007.50 $ 3,112.50
4,000.00 Notes Payable.............................................. $4,000.00
70.00 Accrued Interest............................................  70.00
T o ta l......................................................... $4,070.00
Deduct Warehouse Receipts for Raw Ma­
terial—Contra..........................................  3,800.00 270.00
Unsecured Liabilities
18,904.00 Accounts Payable.........................................................
5,000.00 Notes Payable.....................................................
15,000.00 7% Debenture Bonds.................................................
Total Current Claims of General Creditors— De 
ducted Contra.......................................................
Total Long-Term Claims of General Creditors—
Deducted Contra................................................... $ 15,000.00
Capital
75,000.00 Common Capital Stock.......................... $ 75,000.00
31,155.25 Surplus .....................................................  31,155.25
$195,238.50 Total Claims of Stockholders............... $106,155.25
18,904.00 
5,000.00 
----------------  $ 15,000.00
$ 27,286.50 ----------------
When liabilities are partially secured, the 
assets securing them are shown in short on 
the asset side under the caption "Assets 
Pledged with Partially Secured Creditors.” 
They are also shown on the liability side as 
deductions from the specific liabilities listed 
under the caption "Partially Secured Credi­
tors.” The excess of a current liability over 
its security is carried to the column headed 
"Current Claims of General Creditors.” The 
excess of a long-term liability over its security 
is carried to the column headed "Long-Term 
Claims of General Creditors.”
Free current assets are listed in the section 
titled "Current Assets Not Pledged with Credi­
tors.” The total amount of preferred claims 
as shown on the liability side is deducted from 
the total of the current assets as listed in this 
section. Any excess is carried to the column 
headed "Currently Available for General 
Creditors.”
The "Currently Available for General Credi­
tors” column is then totalled. From this 
amount is deducted the total of the "Current 
Claims of General Creditors” column on the 
liability side. Any excess is carried to the col­
umn headed "Ultimately Available for Gen­
eral Creditors.”
Free tangible fixed assets are listed in the 
section titled "Fixed Assets Not Pledged with 
Creditors.” The total of this section is carried 
to the "Ultimately Available for General 
Creditors” column. When this extension has 
been entered, the column is totalled. From 
the total is deducted the total of the "Long- 
Term Claims of General Creditors” column on 
the credit side. The excess is the amount of 
tangible assets ultimately available for stock­
holders.
Under "Intangible Assets” are listed those 
intangible items which are of value to the 
going concern but which are of questionable 
value for credit purposes. The total of this 
section is extended to the "Ultimately Avail­
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able for General Creditors and Owners” col­
umn.
Under "Deferred Charges” are listed all 
deferments which are not recoverable and 
which have no effect on working capital, and 
all prepaid expenses which cannot properly 
be given an inventory valuation for inclusion 
with current assets. Prepaid insurance has been 
included here, although it is a prepayment for 
service yet to be received, because the main 
portion of the premium applies to later years. 
Strict treatment would break insurance prepay­
ments up into those applying to the current 
year and those applying to subsequent years. 
The former perhaps should be listed with 
current assets and only the latter with deferred 
charges. The total of this section is extended 
to the "Ultimately Available for General 
Creditors and Owners” column.
The total of the "Ultimately Available for 
General Creditors and Owners” column is 
equal to the total of the "Capital” items on the 
liability side.
All liabilities having a prior lien on assets 
are listed under the caption "Liabilities Pre­
ferred by Law.” Taxes have a prior lien on 
all the assets, whether pledged with secured 
creditors or free and unpledged. Other pre­
ferred liabilities are secured by a lien on only 
the free assets which are not pledged. For 
convenience all are listed under one heading, 
but the difference in status should be kept in 
mind. The total of the preferred liabilities 
is deducted on the asset side from the total of 
the items under "Current Assets Not Pledged 
with Creditors.”
Fully secured liabilities are listed in one sec­
tion. Each liability is deducted on the asset 
side from the asset or assets by which it is 
secured.
Partially secured liabilities are grouped in 
one section. From the amount of each liability 
partially secured is deducted the value of the 
asset securing it. Any excess is carried either 
to the column headed "Current Claims of Gen­
eral Creditors,” or to the column headed 
"Long-Term Claims of General Creditors.”
All unsecured liabilities are listed in one 
section. Those which are current are extended 
to the column headed "Current Claims of 
General Creditors.” Long-term unsecured lia­
bilities are extended to the column headed 
"Long-Term Claims of General Creditors.”
The total of the "Current Claims of Gen­
eral Creditors” column is deducted from the
total of the free assets available for general 
creditors on the asset side.
The total of the "Long-Term Claims of 
General Creditors” column is deducted from 
the total of the column on the asset side headed 
"Ultimately Available for General Creditors.”
The capital items are set forth in the final 
section on the liability side.
I t e m s  R e q u ir in g  P a r t ic u l a r  E x p o s it io n  in  
C r e d it  St a t e m e n t s
Accounts Receivable— For credit purposes 
accounts receivable should be segregated:
1. Trade accounts receivable which will be­
come due in the regular course of business 
should be shown under one heading. Any bad 
accounts should be excluded and written off 
against the reserve for bad debts.
2. Accounts receivable from officers, em­
ployees and owners or stockholders should be 
set out as a separate item.
3. Accounts receivable representing ad­
vances to subsidiaries or related companies 
should be listed as investments unless such ad­
vances are temporary. Accounts receivable of 
subsidiaries or related companies representing 
charges for sales or services which are to be 
settled for promptly may be set out separately 
or included with the regular trade accounts.
Notes Receivable— Notes receivable should 
be classified in about the same manner as ac­
counts receivable:
1. Notes receivable of regular customers 
maturing within a year should appear under 
the current assets. Installment notes should 
be set out separately. Properly speaking, those 
installments which do not fall due within a 
year are not current assets, but it is unneces­
sary to exclude them from the current assets if 
they are properly labeled.
2. Notes receivable of directors, stockhold­
ers and employees should appear as a separate 
item. If they mature within a year and if 
payment is expected when due, it is per­
missible to consider them as current assets. 
Otherwise, they should appear on statement of 
credit position as available for stockholders or 
owners along with the intangible and deferred 
items.
Investments— For credit purposes listed 
securities having a current market are listed 
as current assets unless they represent an in­
vestment in affiliates. Stocks and bonds of 
affiliates should be listed under investments
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and extended to the "Ultimately Available for 
General Creditors” column.
Treasury Stock—Treasury stock may be con­
sidered either as a current asset or as a deduc­
tion from outstanding capital stock depending 
upon the facts in each case. In those cases 
where there is a current market and where 
the intent is to use the stock as a current asset, 
it is perfectly proper to list it with the current 
items. The issue or issues should be clearly 
described. In any other case, it is advisable to 
deduct the stock from the outstanding capital 
stock.
The procedure of deducting treasury stock 
from outstanding capital stock without recog­
nizing current value where it exists is arbitrary 
and academic. It has been established in law 
that treasury stock may be treated as an asset. 
Pabst, et al v. Goodrich, et al, 33 Wis. 43,
113 N. W. 398 (1907). Many corporations 
do treat it as such.
In no instance, of course, should dividends 
on treasury stock be shown as a credit to in­
come, even if they should be declared. For any 
statement other than a credit statement, treas­
ury stock may be deducted from outstanding 
capital stock, irrespective of intent or value.
Inventories— The bases on which inven­
tories are valued should be stated clearly. 
Whenever practicable, inventories should be 
valued at cost or market, whichever is lower. 
In view of the fact that there is a wide varia­
tion in the application of this rule, it seems 
desirable to append to the statement of credit 
position a memorandum of the procedure used 
in each particular case. When the inventory 
is valued at factory cost, as shown by the cost 
records, a full statement of the method of 
valuation should be given because factory costs 
may mean most anything. For example, the 
goods may be costed on a normal or standard 
cost basis, or overhead may be added to out of 
pocket costs irrespective of subnormal, normal 
or abnormal production. Inventory valuations 
arrived at under any one of the three methods 
might vary widely from the valuations reached 
through use of either of the other methods.
Real Estate and Improvements —  Land 
should be shown as a separate item on the 
statement. Buildings and other improvements 
should be shown on a depreciated basis. If the 
property valuation is based on an appraisal, 
the date of the appraisal should be noted in 
the statement. Full facts of the appraisal 
should be appended.
In those cases where fixed assets have been 
written down against surplus created by so- 
called "reverse split-ups” (i.e., Surplus is cre­
ated by scaling down the stated value of the 
capital stock) a complete statement of the 
procedure, together with the dates involved, 
should be submitted.
Future Commitments — Commitments for 
future deliveries are not shown in most bal­
ance sheets because there are no assets on hand 
to offset the liabilities. Even so, they have an 
important effect on the business and should be 
stated in all cases where it is essential to set 
forth the true financial position. Commit­
ments placed in a period of high prices may 
represent large future losses if markets break. 
Similarly, commitments placed when prices 
are abnormally low may represent sources of 
future gains if markets rise sharply.
There is the possibility also that inventories 
already on hand may be adequate for normal 
needs and that future receipts of stock will 
only result in the acquisition of liabilities to 
be offset by new assets of doubtful salability.
Contingent Liabilities— The liability on dis­
counted notes receivable should be clearly 
shown as a deduction from notes receivable. 
Accommodation endorsements and endorse­
ments of all other paper unrelated to the busi­
ness should be shown either in the statement 
or separately. If it is desired to show them in 
the statement, a separate section should be set 
up to precede the net worth:
C o n t i n g e n t  L ia b il it ie s
Accommodation Endorsements. $10,000 
Endorsements of Unrelated Pa­
per (Secured by deposit of 
collateral ) ...............................  20,000
The amounts should appear in short because 
no actual liability exists.
Long-Term Indebtedness— Serial mortgage 
bonds maturing within the fiscal year should 
be listed with the fully secured current lia­
bilities. A statement of sinking-fund require­
ments, if any exist, should be made in con­
nection with the statement of credit position. 
If the mortgage indenture requires the main­
tenance of a certain ratio of assets to liabili­
ties, it should be made clear that the ratio is 
being maintained.
Capital Stock—Each class of stock should 
be listed separately in a manner which will 
( Continued on page 359)
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Milwaukee Invites You
M I LWAUKEE, WISCONSIN, the 1933 
convention city of The American So­
ciety of Certified Public Accountants, is beau­
tifully situated on the shores of Lake Michi­
gan. The growth of this city from an outpost 
Indian trading village to its present size as the 
twelfth largest city in the United States and
the metropolis of Wisconsin in less than four 
generations is one of the marvels of the twen­
tieth century. Today it stands as one of the 
greatest trading marts in the country.
For scenic beauty, the Milwaukee of today 
has few equals among American cities. Its 
splendid bay on Lake Michigan has often
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been compared with the Bay of Naples. Its 
public parks and playgrounds are among the 
best in the country.
Milwaukee is known as a most law-abiding 
large city. Statistics show less crime in Mil­
waukee, in proportion to population, than any 
other large American city. This is a great 
tribute to the character of its citizens, but it 
is also a tribute to the swift manner in which 
the courts administer justice, and to the ef­
ficient city administration.
Foremost among Milwaukee’s outdoor at­
tractions is the Zoological Gardens in Wash­
ington Park. It is an attraction that never 
fails to interest visitors, and members of The 
American Society of Certified Public Account­
ants will surely not want to miss it when at­
tending the Milwaukee convention. Estab­
lished in 1905 for the "advancement of science 
and the instruction and recreation of the peo­
ple” the Zoo was first located in a hilly sec­
tion of the park. Its rapid growth was im­
mediate and a more formal treatment of the 
ground was necessary.
A unique way of confining wild animals is 
seen at the new barless bear dens and Monkey 
Island. The island is a natural playground 
with rocks, cliffs, sand beaches, waterfalls, 
grass hills and trees with no bars or nets to 
interfere with the natural freedom of the ani­
mals. The bear den is also constructed as a 
natural setting and bears of all varieties are 
placed together in these lairs. A deep moat 
separates the bears from the onlookers.
Milwaukee has an unusually fine Public 
Museum, devoted to the sciences, history and 
anthropology. It contains many valuable col­
lections depicting the geological history of 
man. Many of the exhibits were unearthed 
in and around Milwaukee, and important inci­
dents in the early history of Wisconsin are 
portrayed. It is particularly noted for its Early 
American characteristics.
It has often been said that Milwaukee pos­
sesses genuine hospitality, that Milwaukee’s 
homes are open to the convention visitors, that 
Milwaukee hotels are anxious to make your 
visit in the city pleasant, and that the eating 
houses are always ready and willing to serve 
graciously. When you come to Milwaukee in 
September, we hope you, too, will be well 
pleased as thousands of other convention 
visitors have been.
The hotels in Milwaukee are all of the very 
finest the convention visitor could desire. They
are modern, well-built structures that range in 
size from 200 to 850 rooms. The rates are 
reasonable for the service offered, and at no 
time are they raised. This policy is controlled 
by State regulation.
You will enjoy the convenience of this city. 
The hotels, theaters, and the shopping and 
business districts are all within walking dis­
tance to each other. This comprises the heart 
of the downtown section and necessitates very 
little waste of time for convention guests in 
going from one place to another.
Milwaukee is an American city and is pat­
terned in an American way. Here you will 
find architecture of both the modern style and 
that showing the influence of the "Old Coun­
try.” Preserving the choice bits of the old in 
the city has given it a distinctive charm which, 
combined with the genuine spirit of geniality 
of her citizens, makes Milwaukee decidely 
different.
September is a delightful month in this city 
on Lake Michigan. Every type of recreation 
that is found at a summer resort is available 
in Milwaukee. You can enjoy these advantages 
and the air of a distinctive cosmopolitan city 
during the convention of the certified public 
accountants in Milwaukee.
It is a safe prediction that you will never 
enjoy a better time, that you will never be 
extended more kindly treatment, and that you 
will never have a more ideal location for a 
convention city than that afforded you by 
Milwaukee in 1933.
We hope that you have already made your 
plans to attend the annual convention of The 
American Society of Certified Public Account­
ants in Milwaukee in September, and if you 
haven’t, do so at once, for you can’t afford to 
miss this big event being planned for your 
interest, benefit, and entertainment. Remem­
ber these dates— September 18, 19, 20, and 
21— in Milwaukee, Wisconsin.
I n c o m e  T a x  P r o c e d u r e , by W. B. Casten­
holz. Published by LaSalle Extension Uni­
versity, Chicago, Illinois. 160 pages.
The purpose of this manual is to present 
concisely the fundamental requirements of the 
Revenue Act of 1932 as to the calculation of 
income, deductions, and credits. Illustrative 
problems are used throughout, and the points 
involved are discussed in non-technical lan­
guage.
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M ontana Law
An Act to regulate the practice o f the profes­
sion o f public accounting and repealing 
chapter 231, Revised Codes o f Montana, 
1921, Legislative Assembly o f the State 
o f Montana, entitled: "An Act to Regu­
late the Practice o f the Profession o f Pub­
lic Accountancy.”
B e  it  E n a c t e d  b y  t h e  L e g is l a t iv e  A s s e m ­
b l y  o f  t h e  St a t e  o f  M o n t a n a :
Section 1. The State University of Montana 
(hereinafter referred to as the University) is 
hereby authorized to issue to persons possess­
ing the qualifications hereinafter set forth, 
certificates entitling the holders thereof to 
practice as certified public accountants, and to 
employ the title of Certified Public Accountant 
or the abbreviation "C.PA .” Every applicant 
for such certificate shall be a citizen of the 
United States of America, or a citizen of a 
foreign country who has filed his first papers 
declaring his intention of becoming a citizen 
of the United States, of the age of twenty-one 
years, of good moral character, a graduate of 
a high school with a four years’ course or 
possessed of an equivalent education, and a  
resident of the State of Montana for at least 
one year immediately preceding the date of 
his application. Save, as provided in Section
2 of this Act, certificates shall issue only to 
applicants who shall be certified to the Uni­
versity by its Board of Examiners in Account­
ancy, hereinafter provided for, as having suc­
cessfully passed a written examination in 
"Auditing,” "Accounting” and "Commercial 
Law” as affecting accountancy, together with 
such other related subjects as the University 
may designate.
Section 2. The University may waive the 
examination and may issue a certificate in such 
form as to clearly indicate the conditions under 
which same may be issued to any applicant 
who is possessed of the other qualifications 
hereinbefore recited, and who shall be
(1) The holder of a valid certificate as 
Certified Public Accountant issued by another 
state which extends like privileges to Certified 
Public Accountants of this state; provided, 
that the requirements for said certificate in 
said other state are, in the opinion of the Uni­
versity, equivalent to those of the State of 
Montana, or;
(2) A member or associate in good stand­
ing of the American Institute of Accountants, 
who shall have successfully passed the exami­
nation required by the said American Insti­
tute of Accountants, provided that in the 
opinion of the University the standards of 
said examination are as high as those main­
tained by the University.
(3) Employed as state accountant, corpora­
tion license tax auditor, state examiner, or as­
sistant or deputy state examiner and who shall 
have been so engaged exclusively and con­
tinuously for at least four years preceding the 
date of his application for said certificate, and 
who shall apply in writing to the University 
for said certificate within sixty days from and 
after the date of passage and approval of this 
Act, and shall present evidence of such quali­
fications as are required by this Act.
Section 3. For the purpose of determining 
the qualifications of persons applying for ex­
amination under the provisions of Section 1 
of this Act, the Chancellor of the University 
of Montana, with the approval of the State 
Board of Education, shall appoint a Board of 
Examiners in Accountancy, consisting of three 
members, each of whom shall possess a certifi­
cate as Certified Public Accountant issued 
under this Act, or under the provisions of 
Chapter 231 of the Revised Codes of Montana, 
1921. The members of the first Board ap­
pointed hereunder shall hold their offices until 
July 1, 1934. The members of Boards sub­
sequently appointed shall hold their offices 
for the period of one year, and until their 
successors shall be appointed and qualified.
Section 4. The University shall prescribe all 
useful and necessary rules and regulations for 
the conduct, character and scope of the exami­
nations, the methods and time of filing appli­
cations therefor, and all other rules and regu­
lations necessary or proper fully to carry into 
effect the purposes of this Act.
Section 5. The Board of Examiners in Ac­
countancy shall hold examinations at the Uni­
versity at Missoula, Montana, or at the State 
Capitol in Helena, Montana, as often as in the 
opinion of the University shall be necessary, 
but in no event less frequently than once a 
year. Thirty days’ notice of the time and place 
of holding such examinations shall be given by 
advertisement published once a week for three 
successive weeks prior to the date thereof, in 
three daily newspapers, no two of which shall 
be published in the same county.
Section 6. The University shall be entitled
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to receive for the examination and certificate, 
provided for in Section 1 of this Act, a fee of 
twenty-five dollars, payable in advance at the 
time of making application therefor. Any ap­
plicant who shall fail to pass an examination 
shall be entitled to further examinations within 
the next two succeeding years following such 
failure, but at such times only as the Board of 
Accountancy shall hold the regular examina­
tion prescribed in Section 5 hereof. Such ap­
plicant shall not be entitled to more than one 
examination in each year, providing that for 
each additional examination after the failure 
of such applicant to pass, a fee of five dollars 
($5.00) shall be paid by said applicant for 
each additional examination.
Section 7. The University may cancel any 
certificate issued under the provisions of this 
Act for unprofessional conduct or other 
sufficient cause; provided, that written notice 
shall have been forwarded by registered mail 
at least twenty days prior to any hearing 
thereon, addressed to the holder of such cer­
tificate at his last known address, and appoint­
ing a date for a full hearing thereon by the 
University; and provided, further, that no 
certificate shall be revoked until after a hear­
ing shall have been had. The University shall 
establish such rules and regulations for the 
conduct of such hearings as to it may appear 
necessary and proper, and in its discretion 
may appoint a commission of disinterested 
persons to take evidence and prepare and sub­
mit findings and recommendations.
Section 8. Any person practicing as an "ac­
countant,” "public accountant,” "auditor,” or 
"certified public accountant,” in this state, who 
because of negligence, gross inefficiency or 
wilfulness, shall issue or permit the issuance 
of or approve the issuance of any false state­
ment of the financial transactions, standing or 
condition of any corporation, partnership or 
individual business undertaking, shall be 
deemed guilty of a misdemeanor and upon 
conviction thereof shall be fined not less than 
five hundred dollars nor more than two thou­
sand dollars, or imprisoned for a period of 
not less than ninety days nor more than one 
year, or subjected to both said fine and im­
prisonment in the discretion of the court.
Section 9. On application by the holder of 
a certificate of certified public accountant, 
issued under the laws of this state, on or be­
fore December 31st of each year, filed with 
the University, together with the payment of
an annual license fee of five dollars ($5.00) 
the applicant’s name shall be registered by the 
University and included in a declaration which 
shall be issued annually by the University con­
taining a copy of this law and an alphabetical 
list of such accountants as have so registered, 
their certificate numbers and their addresses, 
but nothing in this section contained shall 
operate to cancel any certificate of any certified 
public accountant otherwise in good standing.
Section 10. Any person who shall represent 
himself as having received a certificate as pro­
vided in this Act or under the provisions of 
Chapter 231 of the Revised Codes of Montana, 
1921, or who shall offer to or attempt to prac­
tice as a Certified Public Accountant or Char­
tered Accountant, or who shall employ the ab­
breviation "C.P.A.” or "C.A.” or any similar 
words or letters to indicate that he is a Cer­
tified Public Accountant, or Chartered Ac­
countant, without having been granted a cer­
tificate as such by the University or under the 
laws of another state; or who, having received 
a certificate as Certified Public Accountant un­
der the laws of this or another state, shall have 
lost the same by revocation or annulment and 
who shall continue to practice as a Certified 
Public Accountant, shall be deemed guilty of 
a misdemeanor, and upon conviction thereof 
shall be fined not less than two hundred and 
fifty dollars nor more than one thousand dol­
lars, or imprisoned for a period of not less 
than ninety days nor more than one year, or 
subjected to both said fine and imprisonment, 
in the discretion of the court.
A "Public Accountant” is one who offers 
his services professionally for pay to the gen­
eral public; and a "Certified Public Account­
ant” is one who shall have received a certificate 
as such under this law or prior laws of the 
State of Montana, or some other state.
Section 11. Chapter 231 of the Revised 
Codes of Montana, 1921, and all other Acts 
or parts of Acts in conflict herewith are hereby 
repealed. Provided, however, that nothing in 
this Act contained shall nullify, invalidate or 
otherwise affect any certificate as Certified 
Public Accountant heretofore issued by the 
University under the provisions of prior acts.
Section 12. All funds received under this 
Act or under or by virtue of prior account­
ancy laws shall be received by the University 
and paid into the Board of Accountancy fund.
The members of the Board of Examiners in 
( Continued an page 354)
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TALKING SHOP
A Department Conducted by L. GLUICK, C. P. A
Mistakes are always unfortunate; and even 
the promptest of corrections may prove un­
satisfactory. In the May issue we mentioned 
the case of Tillotson Mfg. Co. Mr. Bonthron 
construed the rule 50 decision as a total vic­
tory for his client; and on re-reading the case 
we concur. We regret that any imperfect 
merchandise should have gone out of this 
Shop; and, as always, will continue to en­
deavor to see that none gets in.
In November, 1930, this Shop reported 
some talk about the relation between geog­
raphy and C.P.A. examinations. The topic 
came up again in May, in New York, as a 
result of the new syllabus just promulgated 
by the Board of Examiners; and being of more 
than local interest, it is worth noting here. 
Paul Bacas, Joseph Myer, and Homer Pace 
were among the speakers at the college section 
of the Commercial Education Association of 
New York City, held at the Pennsylvania 
Hotel, on Saturday, May 6. And the new 
syllabus came in for a lot of abuse, but also 
much defense.
Ask a New York City accountant about oil 
and gas-well accounts on a State examination, 
and he will protest (unless he is employed 
by a big firm which sends him to Oklahoma) 
that it is unfair. Yet up around Binghamton 
and Jamestown are the oldest fields in the 
country, still producing oil and gas, and audits. 
Erie County and New York County join in 
condemning a recent brick problem; yet only 
Ohio (if our available statistics are correct) 
exceeds New York State in the production of 
bricks. The whole of up-state writhes at 
Stock Exchange questions; but your well- 
trained big city man takes them in his stride.
In short, it’s a big State, and the examina­
tions must be practical, for the certificate is 
good all over the State, not just in some cities 
and counties. The only thing that should be 
done is to give the candidate a choice between 
two lines of business; making one specialty 
compulsory is not quite fair.
The same thing applies in other states, too. 
West Florida accountants are experts on lum­
ber and naval stores; those from Martin 
County get no experience in that line, but are 
there when it comes to fisheries. We didn’t 
hear any of our Memphis hosts talk about 
lumber; they took us to visit a cotton planta­
tion; but the Nashville delegates knew all 
about timber.
The reduction of the Accountants Club of 
America to a state of suspended animation was 
a sore blow to many. Watch for the resurrec­
tion in the winter.
T a x e s
Even the great legal lights lose cases. New­
ton Baker came out on the wrong end of a 
Court of Claims action in the Myers Estate 
on April 10. The finding of facts is of more 
than ordinary human interest, containing de­
tails of the decedent’s last illness, his nurses, 
etc.
Even the General Counsel Memoranda are 
getting human. Not only does No. 11645 
modify the regulations on stock rights to con­
form with common sense, but it uses the ex­
pression of "the tail wags the dog.”
From the viewpoint of our profession, the 
most important B.T.A. decision in years is that 
of Bothwell and Darby, April 28 (Docket 
No. 50491). We quote in part: "The peti­
tioners claim that their returns were made by 
certified public accountants, and the certified 
public accountants were fully informed of the 
circumstances of the transaction, and they as­
sumed the returns were made out in accordance 
with the law. We (i.e., the Board) are of the 
opinion that the petitioners are liable to the 
negligence penalty claimed by the commis­
sioner. Each petitioner is charged with a 
knowledge of the law.”
The parentheses in the foregoing are ours. 
For further comment see our June, 1929, 
issue, page 169; a letter re: the tardy client.
A. B. Charpie is a C.P.A. who won a sub­
stantial victory for Champion & Son of Cleve­
land (27 BTA No. 139, April 27, 1933). 
The real interest however lies in the facts 
concerning the ravages which electric welding
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has made in the rivet business. Another win­
ning C.P.A. was C. P. Sawyer, whose case 
(27 B T A  No. 109, April 11, 1933) concerned 
a client who was superintendent of parks in 
New Bedford, Mass. Active tax practitioners 
will find the case of the Foster Estate vs. 
Tarleton, Collector of Internal Revenue for 
Hawaii (Dist. Court, April 10, 1933), im­
portant because of rules of procedure laid 
down. Incidentally this is the first case we 
have reported from the land of Wicki-wacki.
In the Rock Products Corporation (South­
ern District of Florida, April 28, 1933) con­
flicting statements of two firms of accountants 
were prominent; the names of the accountants 
were prominent by their omission. Who were 
they? Somehow it always hurts us to see a 
member of any profession found guilty of a 
crime. If men of education and presumed 
ethics go wrong, the impression on the laity is 
doubly bad. These remarks are prompted by 
the conviction of Dentist Wiggins, of Los 
Angeles, upheld by the Circuit Court (9th 
April 24, 1933). His offense was falsifying 
his tax returns by keeping two complete sets 
of books.
There are many things about which A. P. 
Richardson and we disagree. But in one thing 
we are in thorough accord. An office should 
not be heated above sixty-eight degrees Faren­
heit; efficient work above seventy is impossi­
ble. We refer to artificial heat; not the good 
old summertime variety.
Late T ax Flashes 
The eighth of May was a busy day for the 
tax courts. In the second Circuit Court of Ap­
peals the American Chicle case (23 BTA 221) 
was affirmed; and distinguished from the 
Kirby Lumber case. The late J. M. Levy must 
have been the life insurance agent’s joy su­
preme ; when he died he left one hundred and 
ten policies aggregating $280,000.— And in 
case some of you did not already know that 
Henry Ford’s business was done under a Dela­
ware charter, see his case in the Court of 
Claims, which incidentally he lost.
If you want some fun ask your accountant 
and lawyer friends to define a "friendly fire.” 
No joking, there is such a thing recognized at 
law. Charles Maxcy, C.P.A., of Rutherford, 
N. J., is also fire marshall of that town, and 
he knows.
T h e  Sh o p  T a l k e r s  
"Well, Oldtimer,” said Blank, "you sure 
let yourself in for something when you talked 
about the exams in April. Everybody I know 
has been trying to get me to bring ’em around 
to meet you; they want you to solve some of 
the problems you think were so reasonable.” 
"They dare you to solve some of them,” 
put in the Kid.
"I know it,” responded Oldtimer sadly. 
"Here’s the most popular one for defiance” 
(pulling it out of his pocket). "Frankly I 
haven’t had much time to work on it, but I’ll 
concede it’s the exception that proves the rule, 
if you’ll only change the subject.”
"That’s fine,” put in Sinbad who had just 
arrived with a stranger in tow, "because here 
is the man to do it. Gentlemen, meet Philo.” 
"The detective?” queried the Kid.
"No,” replied Philo himself. "Just a very 
ordinary C.P.A. whom Sinbad loves to charge 
with being a philosopher.”
"Well, he is,” retorted Sinbad.
"Looks rather young,” remarked the Kid. 
"Now one might expect a gray—what there is 
of it-haired man like Oldtimer to have some 
rep as a philosopher. But this guy looks too 
youthful.”
"Philosophy,” replied Philo, "is not a matter 
of age. Some people go through life without 
ever acquiring any; and others seem to be 
born with it.”
"That’s one on you, Kid!” laughed Old- 
timer, and the other joined in a chuckle. "But 
tell us, Sinbad, why do you credit this man 
with being a sage, a wise man; in brief, a lover 
of wisdom?”
"Because he is,” replied Sinbad simply. 
" I ’ve known him only a short time; Rover 
introduced us. And he’s given me a slant on 
our profession that I ’d never imagined be­
fore.”
"Really, this is embarrassing,” said Philo. 
"Just because I mentioned that life after all 
is just a balance sheet, which it is, he puts me 
in a class with James and Hocking and Spi­
noza.”
"You see,” said the Kid. "You prove it out 
of your own mouth. How many accountants 
do you suppose even know the names of these 
philosophers, let alone give evidence of fa­
miliarity with their works?”
"You for one, young man,” replied Philo, 
gravely. "But if you insist on my being a 
philosopher, then you’ve got to blame old
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Colonel Sprague for it. He wrote a book; 
called it Philosophy o f Accounts, and it was 
nothing but a good book on theory.”
"Which it was,” said Oldtimer, "but then 
philosophy was the mother of all sciences; and 
the old gentleman— I knew him—was writing 
one of the earliest American texts, and gave 
it a big name.”
"I know,” replied Philo. "But it had a 
curious effect on me. I’d been in the profes­
sion for years; and an idea that had popped 
into my head out of nowhere when I was first 
studying double entry bookkeeping, kept 
growing and causing me increasing thought, 
so I decided to see what other accountants 
had to say about it, if anything. Thus for the 
first time I discovered Sprague’s book. I read 
it through, and found nothing of what I would 
have expected from the title. So then, my 
curiosity aroused, I started to read the works 
of real, recognized philosophers, and if I live 
to be a hundred, I may achieve Kant.”
"No doubt about it now, Sinbad,” ex­
claimed the Kid. "This is a real simon pure 
philosopher. Talking all this time, and we 
still have no idea what his theory is.”
" I ’m sorry,” replied Philo. "But briefly it 
is this: In our work we know that every debit 
must have its credit. It may or may not be 
recorded, but it exists nevertheless. And life 
is just like that, in my observation or experi­
ence. In the long run, everything balances out. 
Great joys, great sorrows; little pleasures, little 
griefs; barefoot boyhood, president; gilded 
youth, destitute senility.”
"That’s a pretty pessimistic philosophy,” 
said Oldtimer. "I can’t agree with you.”
"'I don’t expect you to,” said Philo. "But
I hold it to be true none the less. It is easy 
enough to talk optimistically about a final 
reward and the triumph of good. It is easy 
enough for Insulls to be over-enthusiastic 
about their properties and to inspire others in 
the same way. But it is our duty in our pro­
fession to look beyond the rosy prospects; to 
puncture the wild, if happy, dreams, and face 
the facts; report them as we find them, how­
ever unpleasant. And the facts indicate the 
correctness of my belief. Besides which, I do 
not consider a philosophy of balance pessi­
mistic. I pose a balance; and equality, as the 
true, and therefore the ideal condition, for 
anything which is not true is bad. There is 
nothing with which we have to deal which is 
more distressing than a lack of balance; I
don’t mean just an arithmetic trial balance; 
but a lack of balance in the distribution of 
assets, or income, or responsibility, or any one 
of a score of common economic phenomena 
with which we are in daily contact.
"To assume that we can not make a ledger 
balance, is to make our certificate void. To 
assume that in this world there will never be 
a balance between poverty and riches; health 
and sickness; comfort and distress, is to as­
sume that there is no justice. I don’t think it 
fortuitous that the symbol of Justice, with a 
capital J, is a scale of the balance type. In 
the end everything must balance; and that is 
optimism.”
"This is getting pretty deep,” said Blank. 
"And I ’ve thought along the same line myself, 
only never as clearly as you have put it. I sure 
am glad that Sinbad brought you here today.”
"Three cheers for Sinbad,” said the Kid.
"Will you ever learn to be serious,” chided 
Oldtimer. "Here we are getting some of the 
best thought that has ever entered our group 
and you have to make cracks.”
"Quite satisfactory,” said Philo, smiling. 
"He has merely helped me to demonstrate my 
theorem. His levity is a balance to my grav­
ity.”
"Sometime, when we have more time, we 
must discuss this further,” said Oldtimer.
M ontana Law
( Continued from  page 351) 
Accountancy shall receive their actual traveling 
and hotel expenses incurred while engaged in 
the performance of their duties as imposed 
upon them by this Act, but shall receive no 
other compensation. Such expenses, together 
with the expense of preparing and issuing cer­
tificates, publishing notices of examinations 
and all other expenses arising from the ad­
ministration of this Act shall be paid by the 
University from the fees received from appli­
cations. In no event shall any expenses arising 
from the administration of this Act become a 
charge against the funds of the University or 
the State of Montana.
Section 13. This Act shall be in full force 
and effect from and after its passage and ap­
proval.
Section 14. Should any court or courts of 
this state declare any provision of this Act 
unconstitutional, illegal, or void, such decision 
shall not invalidate any other provision or 
part of this Act.
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Presidential Visits
I N connection with the spring meeting of the
Board of Directors, President Cole visited 
State societies and chapters, both coming and 
returning.
Leaving Los Angeles on Tuesday, April 18, 
his first stop was the evening of April 19, 
when he was entertained at the Athletic Club 
at El Paso, Texas, by the certified public ac­
countants and their guests. Past-president 
Upleger had timed a trip to that section of 
the State so as to be present. J. Glenn Bixler, 
director of the Texas Society for that distict, 
had charge of the meeting.
Thursday evening, April 20, he met with 
the Dallas accountants at the Adolphus Hotel. 
Forrest Mathis, director of the Dallas District 
of the Texas Society, was in charge of the 
meeting. The Dallas News, reporting the 
meeting, said that in his address Mr. Cole em­
phasized the duty of the accountants to recog­
nize their obligations to the public.
Friday evening the accountants in Oklahoma 
City and several from out in the State, gathered 
for a dinner at the Skirvin Hotel. The meeting 
was in charge of Dwight Williams, president 
of the Oklahoma Society of Certified Public 
Accountants. Saturday the accountants enter­
tained the president by pointing out to him 
the things for which Oklahoma City is famous.
President Cole reached New Orleans, his 
next stop, early Sunday morning, and was met 
by Thomas A. Williams, president of the 
Louisiana Society of Certified Public Account­
ants ; Darby Sere, State Representative and Di­
rector, and Henry Miller, the immediate past 
president of The American Society. He was 
kept busy during the day in tours of inspection 
under the guidance of this group.
Monday noon he was the guest at luncheon 
of the Executive Committee of the Louisiana 
Society. In the evening the society had a dinner 
meeting at Broussard’s Restaurant. Messrs. 
Matthews, from Dallas, Texas, and Professor 
Saliers, from Louisiana State University, were 
present.
Following this meeting, accompanied by 
Tom Williams, he left for Jackson, Missis­
sippi, where on Tuesday, April 25, he at­
tended the annual meeting of the Mississippi 
State Society of Certified Public Accountants, 
which had been changed as to both time and 
place in order to have him present. The an­
nual meeting was held at the Robert E. Lee 
Hotel. President Cole was called upon to 
speak three times during the day. President 
Brown reported a very successful meeting and 
appreciated the opportunity of having Presi­
dent Cole with them, as well as the president 
of the Louisiana Society.
Returning to New Orleans he got an early 
start Wednesday morning, April 26, for Mo­
bile, Alabama, where he found a goodly group 
gathered at the Cawthon for a luncheon meet­
ing, presided over by L. J. Richards, president 
of the Alabama Society of Certified Public 
Accountants.
Thursday, May 27, he met with the Atlanta 
Chapter of the Georgia Society, where the 
dinner meeting was presided over by W. J. 
Carter, president of the Georgia Society.
Friday, April 28, President Cole stopped at 
Greenville, S. C., for a luncheon engagement 
at the Poinsett. The arrangements for this 
meeting had been made by John M. Palm. 
President Dodge of the South Carolina As­
sociation had been East and found it necessary 
to drive from Raleigh, N. C., in order to reach 
there in time. F. G. Hamblen, president of 
the Chamber of Commerce, made a welcoming 
address on behalf of the business interests rep­
resented at the meeting.
George Wood and Horace Brubaker had 
driven over to Greenville from Charlotte, N.
C. for the purpose of taking President Cole 
back to Charlotte where an evening meeting 
had been arranged with the North Carolina 
accountants. Representatives were present 
from eleven cities. Of the ten past presidents 
which the North Carolina Association has had, 
six were present and the other four sent their 
regrets. President Zeigler was in charge of the 
meeting. Irvin W. Imhof, of Louisville, Ken­
tucky, director for the Sixth District, in which 
North Carolina is situated, was present and 
spoke, along with President Cole.
Saturday evening, April 29, President Cole 
met the accountants of the District of Colum­
bia at a dinner meeting at the Racquet Club, 
at which Oscar Bernstein, president of the
D. C. Institute of Certified Public Account­
ants, presided.
Sunday, April 30, the president and the 
secretary, enforced in the afternoon by the 
arrival of treasurer Morrison, devoted the
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time to the consideration of Society affairs.
Monday, May 1, the spring meeting of the 
Board of Directors occupied the attention of 
everyone until late at night.
Tuesday the president, secretary, and treas­
urer were kept busy until late in the afternoon 
when a trip was made to Baltimore for a 
dinner meeting of the Maryland Association 
of Certified Public Accountants at the Emer­
son Hotel, held a week earlier than usual, in 
order that President Cole might be with them. 
Henry G. Burke, president of the Maryland 
Association, was in charge of the meeting.
Wednesday, May 3, the president and sec­
retary went to Richmond, Virginia, and at­
tended a luncheon of the Richmond group, 
presided over by A. F. Stewart, president of 
the Virginia Society.
The next night President Cole left for 
Charleston, West Virginia, where he met the 
West Virginia Society on Friday at a dinner 
meeting at the Ruffner Hotel. David Jayne 
was toastmaster for the occasion. State Audi­
tor Edgar B. Sims; Tax Commissioner Fred L. 
Fox; Banking Commissioner W. C. Given; 
Deputy Insurance Commissioner Carl N. 
Justice, and Deputy Securities Commissioner 
Harold K. Bradford were guests of the society 
and made short talks. Arrangements had been 
made by Messrs. Williams, president of the 
West Virginia Society, and Howell, State 
Representative, both of whom took occasion 
to show President Cole scenery of a character to 
which he was unaccustomed in Southern Cali­
fornia. Accountants from several of the other 
West Virginia cities were present, one driving 
eighty-six miles to attend the meeting and 
finding it necessary to return home in the driv­
ing rain after the affair. The subject of Presi­
dent Cole’s talk was "Service or Failure, 
Which?”
From West Virginia, the next stop was at 
Lexington, Kentucky, where President Cole 
visited a niece who is teaching in the State 
University, and was entertained by W. A. 
Hifner, Jr., former president of the State so­
ciety, present president of the State Board of 
Accountancy, and former Representative and 
Director of The American Society. Hifner 
drove President Cole and Professor Haun, of 
the University of Kentucky, to Cincinnati, 
where he met the Cincinnati accountants at a 
luncheon at the Netherland Plaza. Mr. Ever­
son, the chapter president, and Mr. Graham, 
the State Society president, were in charge.
Two women holders of C.P.A. certificates were 
present. President Cole spoke on "Profes­
sional Standards.”
Following the luncheon in Cincinnati, Hif­
ner drove him to Louisville where the Ken­
tucky boys had gathered for a dinner and eve­
ning meeting, in charge of President I. W. 
Imhof. Here the president talked on "The 
Development of Organization.”
Tuesday, May 9, was spent at St. Louis 
where the luncheon meeting was held at the 
Missouri Athletic Club, presided over by P. 
W. Murdock, president of the St. Louis Chap­
ter of the Missouri Society of Certified Public 
Accountants. The president’s talk was on the 
subject of "Ideals.” This was the day when 
President Cole added one more year to his 
total, and it happened that one of the Missouri 
boys, John Lang, was likewise afflicted, and so 
they celebrated together. At St. Louis, Presi­
dent Cole had a conference with A. P. Greens­
felder, formerly president of the Associated 
General Contractors of America, with which 
organization The American Society has had 
some pleasant relations through a joint com­
mittee.
Wednesday was spent at Kansas City, with 
the president in the charge of Director Parry 
Barnes. The luncheon was held at the Kansas 
City Club, presided over by David B. Peter, 
president of the Kansas City Chapter of the 
Missouri Society. "Opportunity” was the sub­
ject of President Cole’s address.
Thursday, May 11, was spent at Topeka, 
Kansas, where a meeting of the Kansas Society 
was held, presided over by W. T. Newman, 
its president. One member drove 125 miles 
for the meeting. The subject upon which the 
president talked here was "Usefulness.”
The next stop* was Denver, where treasurer 
Morrison and Allen Redeker, president of the 
Colorado Society of Certified Public Account­
ants, had made preliminary arrangements and 
took general charge. Saturday is never as good 
a day for meetings as the other days in the 
week, but a goodly number was present at 
the Denver Club for a luncheon meeting. 
During the morning President Cole had a 
conference with Mayor George D. Begole, 
who is an accountant and at the present time 
is national president of the Municipal Finance 
Officers Association. The newspaper account 
of his address, which was entitled "Advisers 
to Industry,” gave the following as the key­
note: "American business expects of the mod­
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ern certified public accountant what individ­
uals expect of their physicians. Business men 
expect the expert accountant to diagnose the 
trouble when business is sick, prescribe reme­
dies and keep it healthy when it is well. That 
requires a little more sound judgment, com­
mon sense and trained insight than is needed 
for a mere audit of the books.”
Monday, May 15, was spent at Albuquer­
que, New Mexico, where the meeting was in 
charge of C. L. Linder, president of the New 
Mexico Society of Certified Public Account­
ants. His talk was on the subject of "Co­
operation.”
After Albuquerque the next stop was home, 
Los Angeles, California, with just about time 
to get ready for a joint dinner given in honor 
of the presidents of the two national organi­
zations of accountants, John R. Forbes, of the 
American Institute of Accountants, living at 
San Francisco, and Ralph W. E. Cole of The 
American Society of Certified Public Account­
ants, living at Los Angeles.
Don’t Quit
When things go wrong, as they sometimes 
will,
When the road you’re trudging seems all 
up-hill,
When funds are low and the debts are high, 
And you want to smile but you have to sigh, 
When care is pressing you down a bit,
Rest if you must, but don’t you quit;
Life is queer with its twists and turns,
As everyone of us sometimes learns,
And many a failure turns about,
When he might have won had he stuck it out. 
Don’t give up, though the pace seems slow— 
You may succeed with another blow.
Often the goal is nearer than 
It seems to a faint and faltering man.
Often the struggler has given up,
When he might have captured the victor’s cup. 
And he learned too late, when the night 
slipped down,
How close he was to the golden crown.
Success is failure turned inside out—
The silver tint of the clouds of doubt.
And you can never tell how close you are,
It may be near when it seems afar;
So stick to the fight when you’re hardest hit— 
It’s when things seem worst that you mustn’t 
quit. —Anonymous.
Seven Points for Bankers— 
And Others
1. We must begin all over again the task 
of pointing out the functions and purposes of 
banks. We must make this message as simple, 
plain and direct as we can.
2. We must know more about the people 
we hope to reach. We must aim our message 
at those about to open accounts. Five hun­
dred people will open accounts in my city to­
day. At what bank? Why?
3. Are people saving now? How much? 
How many are really investors rather than 
savers ? The investment appeal is best for sav­
ings today, the "get ahead” appeal second, 
convenience third. This may not be true next 
month or next year.
4. Making loans is the bank’s business. 
Some day, in your community, a youthful 
Walter Chrysler or Robert Dollar will ask 
for his first loan. He ought to know in ad­
vance that the bank’s loaning facilities are for 
its customers.
5. Advertising space purchased today must 
deliver the utmost in fields where there is good 
purchasing power.
6. We have curtailed free services in our 
operating departments. If we have a surplus 
above cost of doing business, let us give it 
back to the customers in better service, not 
gifts.
7. Let us spend no money on new ideas 
until we are sure they are really good. It takes 
but a little time to try out an idea on a small 
scale. The time is well spent.— Allan Herrick, 
in American Bankers Association Journal.
Sometime ago we received a letter from an 
accountant in the far West reading, "In riding 
the street car down to my work the other day 
I saw a fellow passenger reading one of your 
monthly publications called T h e  C e r t if ie d  
P u b l ic  A c c o u n t a n t . I was much interested, 
and write this letter asking if it would be 
possible to secure a sample copy so that I can 
look it over at my convenience.”
The sample was sent, and the gentleman in 
question is now a monthly reader. Whoever 
the member or subscriber was who was wisely 
occupying his time on the street car by reading 
a first-class professional magazine, exercised 
an unknown influence which was beneficial to 
a fellow passenger.
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Cooperation That Cooperates
THERE has been recently published a tenta­
tive report for the consideration of bank­
ers and certified public accountants, prepared 
and submitted by the New Jersey Bankers 
Association’s Committee on Cooperation with 
Certified Public Accountants and the Society 
of Certified Public Accountants of the State 
of New Jersey’s Committee on Cooperation 
with Bankers.
The bankers’ committee was headed by 
Frank W. Sutton, Jr., Vice-President, First 
National Bank, Toms River, N. J., other mem­
bers of which were Harry M. Gilmore, Cash­
ier, First National Bank of Clifton, N. J . ; 
John D. Hood, President, Citizens Trust Com­
pany, Summit, N. J . ; Spencer S. Marsh, Vice- 
President and Cashier, National Newark and 
Essex Banking Co., Newark, N. J., and H. G. 
Parker, Jr., Assistant Cashier, National Bank 
of New Jersey, New Brunswick. The Society’s 
committee was headed by James F. Hughes, 
chairman, the other members being A. Percy 
Block, W. Homer Conkling, John A. Conlin, 
William H. Compton, William C. Heaton, 
and Philip S. Suffern.
Forewords were presented by Joseph L. 
Morris, Vice-President of Manufacturers Trust 
Company, New York, and Robert H. Mont­
gomery, C.P.A. The preface is signed jointly 
by Messrs. Sutton and Hughes, and gives a 
short resume of the work which has been done 
during the three years that the joint commit­
tee has been operating.
The first subject discussed is, "How the
Banker and the Certified Public Accountant 
Can Cooperate to Help Business Men to Oper­
ate Soundly,” and five principal ways are 
named.
The second subject deals with "Cooperation 
Between Bankers and Accountants Concerning 
Reports,” the closing sentence of which is, 
"The best basis of cooperation will be assured 
when all parties understand that an unwise 
extension of credit ultimately results in dif­
ficulties both for the borrower and the lender.”
The next subject has to do with a "Tenta­
tive Form of Financial Statements,” as recom­
mended by this joint committee, together with 
a questionnaire to accompany the financial 
statement which lists fifty-six points to be 
considered.
The last subject is a "Tentative Form of 
Operating Statement,” recommended by the 
committee, together with a questionnaire cov­
ering eighteen points to accompany the operat­
ing statement.
The last page contains an extract from the 
minutes of a committee meeting which says: 
"It may be stated that the questions have been 
put in for the purpose of calling the bank­
er’s attention to the fact that he might like to 
insist upon some of the information asked for. 
There may be many questions which the 
banker will not want to use, but the questions 
have been shown here since the lack of the 
information indicated has in some cases re­
sulted in losses.”
Questions and Answers Department
E d it o r , W. T. Su n l e y , C.P.A., Educational Director 
International Accountants Society, Inc.
Solution to Problem 7 from the Service of 
Examination Questions prepared by The 
American Society for November, 1931; 
printed on page 238 of the April, 1932, issue: 
The first step in solving this problem is to 
add to the cost of improvements the amounts 
expended for equipment and office furniture
and the amount to be expended for future im­
provements.
After this has been done, as indicated in 
journal entries (1) and (2 ), we may recal­
culate the cost of the lots including the im­
provements costs.
A specific requirement of the problem is
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that there be included in the journal entries a 
recomputation of costs based on good account­
ing practice. This recomputation of costs is 
incorporated in the explanation of the journal 
entry (No. 4) in which the corrected figures 
are given for inventory of unsold lots and for 
realized and unrealized profit.
The first step in the recomputation is to 
determine the cost per lot and then the per­
centage that the gross profit on each lot is of
the sale price of the lots in each year. This 
percentage represents also the percentage of 
gross profits realized on the collections for 
each year. Applying these percentages to the 
collections of each year segregated according 
to years of sale gives the gross profit realized 
for each year.
A simple calculation of the number of un­
sold lots at the redetermined cost per lot gives 
the inventory of unsold lots in Unit No. 1.
GENEVA PARK ESTATES 
A d ju s t i n g  J o u r n a l  E n t r ie s  
(Effecting Change in Method of Accounting from "Cost-Recovery” Basis
to "Installment” Basis)
December 31, 1930
(1) Improvements in Unsubdivided Acreage...............................$ 600.00
Improvements in Unit No. 1 .....................................................  400.00
Tractors, Tools, and Implements...................................... $ 700.00
Office Furniture..................................................................  300.00
To charge off equipment and furniture to Improvements 
accounts, 3/5 to undeveloped property and 2/5 to de­
veloped property.
(2) Improvements In Unit No. 1 .....................................................$ 1,534.27
Reserve for Development................................................... $ 1,534.27
To set up reserve for unexpended balance for improve­
ments as per estimate of $10,000.
(3) Earned Gross Profit on Sales.....................................................$ 7,560.00
Unearned Gross Profit on Sales................................................. 53,940.00
Inventory of Unsold Lots—Unit No. 1 ............................. $24,000.00
Improvements in Unit No. 1 ............................................  10,400.00
Unrecovered Cost of Lots Sold........................................ 1,500.00
Adjustment Account.........................................................  25,600.00
To close out account balances pertaining to "cost-recov- 
ery” method of accounting.
(4) Inventory of Unsold Lots—Unit No. 1 ................................. $30,240.00
Adjustment Account..................................................................  25,600.00
Gross Profit Realized.........................................................  $16,318.88
Gross Profit Unrealized.....................................................  39,521.12
To set up proper account balances according to "install­
ment” basis of accounting, including the recomputation of 
costs as follows:
Original Cost of Unit No. 1 (2/5 of $100,000)......................................$40,000.00
Expended on improvements per books.......................................................  8,465.73
Engineer’s estimate of cost to complete improvements........................... 1,534.27
Pro rata cost (2/5) of tractor, tools and office equipment......................  400.00
Total cost of Unit No. 1 (200 lo ts)........................................................... $50,400.00
Cost per lot in Unit No. 1 ............................................................................. $ 252.00
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Sales price of lots...............................
Cost of lots............................................
1928 
$ 1,000.00 
252.00
1929 
$ 1,000.00 
252.00
1930 
$ 900.00 
252.00
Totals
Gross Profit per lot........................ $ 748.00 $ 748.00 $ 648.00
% of gross profit to sales price.......... 74.8% 74.8% 72.0%
Gross Profits on Sales:
20 lots in 1928 @  $748..................
20 lots in 1929 @  748..................
40 lots in 1930 @  648..................
$14,960.00
$14,960.00
$25,920.00 $55,840.00
Gross Profits Realized 
74.8% of $2,575.00 (1928 Sales Col­
lected 1928) ......................................
74.8% of $3,985.00 (1928-29 Sales
Collected 1929) .............................
74.8% of $9,000.00 (1928-29 Sales
Collected 1930) .............................
72.0% of $6,500.00 (1930 Sales Col­ 
lected 1 9 3 0 )......................................
$ 1,926.10
$ 2,980.78
$ 6,732.00 
4,680.00
$ 1,926.10 
2,980.78
$11,412.00 11,412.00
Gross Profits Realized........................ $16,318.88
Unrealized Gross Profits.................... $13,033.90 $11,979.22 $14,508.00 $39,521.12
Inventory value of unsold lots (200--8 0 ) 120 @ $252........... $30,240.00
GENEVA PARK ESTATES 
B a l a n c e  Sheet 
December 31, 1930 
Assets
Cash and Receivables:
Cash in Bank..................................................... $ 2,216.26
Petty Cash............................................................ 50.00 $ 2,266.26
Accounts Receivable—Unit No. 1 ..................$ 53,940.00
Sundry Receivables............................................  1,100.00 55,040.00 $ 57,306.26
Inventory of Land Held for Sale:
Developed Section (Unit No. 1 ) ....................  $ 30,240.00
Unsubdivided Acreage:
Land ..............................................................$ 60,000.00
Improvements ..............................................  7,425.92 67,425.92 97,665.92
Total Assets $154,972.18
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L ia b il it ie s  a n d  N e t  W o r t h
Liabilities:
Notes Payable................................
Accounts Payable............................
Reserve for Development...............
Net W orth:
C apital.............................................
Unrealized Gross Profit.................
Undistributed Net Profits Realized
Total Liabilities and Net Worth
$ 10,000.00 
1,213.63
. $ 100,000.00 
39,521.12  
2,703.16
$ 11,213.63  
1,534.27
142,224.28
$154,972.18
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Accounting Theory
Question 1:
In discussing the collapse of the lnsull companies, N. R. Danielian, writing 
in the April Atlantic Monthly, states: "It is a sad commentary on our corporation 
laws and on our accounting and auditing methods that we had to wait until a 
major depression descended on us to wake us up to see the real secrets of finan­
cial miracle-making . . . [Insull] manipulated accounts to the detriment of 
investors. This could be done . . . without apparently deviating from codes of 
accounting, because there is no standardization of accounting practice.”
Do you believe this statement is true ? Give reasons.
Question 2:
Distinguish between charges to surplus and charges to profit and loss—  
that is, when is it proper, if ever, to carry losses incurred or discovered during 
the year to unearned surplus or capital surplus ?
Question 3:
Under the Delaware corporation law, capital stock may be repurchased by 
a company "from  surplus.” Presumably surplus so applied is no longer available 
for dividends. How would you indicate this fact on the balance sheet of a Dela­
ware corporation which has reacquired a portion of its common stock at a cost 
equal to the sum of its capital surplus and earned surplus ?
Question 4:
The officials of a certain municipality each year issue a single balance sheet 
prepared by public accountants on which the one item of surplus shows a con­
stant increase because of the capitalization of new buildings and equipment in 
amounts exceeding the annual allowance for depreciation. The leader of one 
faction in the city council insists that the method of accounting is faulty, that 
actually a deficit exists which is being added to every year. As proof he points
*The Service of Examination Questions conducted by The American Society furnishes practi­
cally twise as many questions in Theory, Auditing, Commercial Law, and Economics and Public 
Finance as could be used by any State Board for a four-hour examination period, and twice as 
many problems in Practical Accounting as would be required for two examination periods of four 
to five hours each. A Board using the service makes its own selections and adds any special ques­
tions or problems which it desires. The questions in Accounting Theory and Auditing follow.
C. P. A. Examination Questions*
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to the fact that expenditures have exceeded available income for the last five 
years, and that during the same period the indebtedness of the city has nearly 
doubled. Explain how these apparently contradictory facts may be reconciled to 
each other. Have you any suggestions as to the manner in which the city’s finan­
cial condition may be displayed more clearly ?
Question 5:
The accounts of a State university contain no reserves for depreciation 
although full costs of all buildings and equipment appear on the records. Do you 
believe that depreciation reserves should be maintained ? If so, how would you 
dispose of the annual provisions for depreciation ?
Question 6:
What limitations must be considered in using cost data as a basis for estab­
lishing selling prices ?
Question 7:
In the purchase of a piece of new machinery, the M Company received an 
allowance for an older machine it had been using in its plant greater than its 
book value (cost less depreciation). For Federal income tax purposes, how 
should this transaction be recorded ?
Question 8:
What is your understanding of the relationship between "accrued” or 
"observed” depreciation on buildings and machinery as shown in the report of 
an appraiser and "accrued” depreciation as shown in the report of an accountant?
Question 9:
The Bellvue Manufacturing Co. has invested $25,000.00 in a filling machine 
to be used in an operation previously performed in an outside shop. Under 
normal conditions this "special purpose” machine is in use only two or three 
hours a day. The factory overhead allocated to the new machine center is $160.00 
per 5½-day week. A 9-hour-per-day basis is used for computing other machine 
rates, but to employ the same basis for the filling machine would make it appear 
that it is not paying for itself. A rate based on normal running hours, on the other 
hand, would seem to penalize unduly the products of this machine.
In your opinion how should the correct hourly machine rate be determined ?
Question 10:
The Bertram Fixtures Corporation on October 1, 1929, purchased on con­
tract a tract of vacant land adjoining its plant for $50,000.00, payable $10,000.00 
in cash and $5,000.00 each year thereafter on October 1, with interest at 6% . 
The unpaid balance was secured by a first mortgage. Unpaid special assessments 
totalling $1,575.00 were assumed. General taxes for 1929 were to be pro rated.
On July 1, 1932, the board of directors, desiring to free itself of the burden­
some contract and seeing no need for the land for some time to come, authorized 
the president to cancel the contract. On this date the books showed the follow­
ing:
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Vacant land—
October 1, 1929 Original cost, including unpaid special assessments. $ 51,575.00
May 2, 1932 Special assessment for street lighting system......... 1,200.00
General taxes for period from October 1, 1929, to
June 30, 1932, paid or accrued............................. 3,312.16
Interest on unpaid balance from October 1, 1929,
to June 30, 1932, paid or accrued........................  5,850.00
June 3 0 , 1932 Total book value..........................................................$ 61,937.16
Liabilities at June 30, 1932—
Purchase money mortgage........................................$ 30,000.00
Accrued interest to June 30, 1932........................... 1,350.00
General taxes accrued to June 30, 1932.................. 600.00
Unpaid special assessments........................................ 2,175.00
June 3 0 , 1932 Total liabilities............................................................$ 34,125.00
The vendor agreed to cancel the present contract and interest accrued 
thereon, assume unpaid taxes and assessments, and to give the company on option 
to repurchase for $35,000.00 on or before five years after July 1, 1932, upon the 
payment by the Bertram Corporation of $2,500.00. The president accepted the 
offer and paid the $2,500.00 on July 8, 1932.
On July 1, 1932, the property was appraised at $25,000.00.
Make the necessary entries as at July 1, 1932, to record this transaction. 
Give your comments.
Question 11:
A good many capital asset accounts have been written down during the past 
year. Under what conditions do you believe that such write-downs are proper ?
Question 12:
Property taxes for 1932 in a certain State are due, according to the law, on 
April 1, 1933, but they may be paid at any time during the month of April with­
out penalty. They are based on ownership at April 1, 1932, and are intended to 
pay the expenses of government for the fiscal year ending June 30, 1932. Under 
these circumstances would you regard a 1932 property tax of $12,000.00, due 
and paid on April 1, 1933, as a prepaid, accrued, or accruing expense of a cor­
poration having a fiscal year ending November 30 ?
Question 13:
What criteria should be established in order to distinguish between operat­
ing and non-operating charges ?
Question 14:
Do you agree with a statement appearing recently in an annual report to 
stockholders that "no expense for depreciation can be said to have been incurred 
if such expense is not covered by operating income” ?
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Question 15:
Mr. J. M. B. Hoxsey, in a recent address to accountants, suggests, as an 
alternative to full depreciation write-offs during the period of the depression, 
that depreciation expense not chargeable to production be carried to an account 
to be known as "Deferred Depreciation Expense” which may be carried forward 
on the balance sheet and absorbed in succeeding prosperous periods. Comment 
on the suggestion.
Question 16:
In general, do you favor the practice followed recently by a number of indus­
trial corporations of reversing in effect stock dividend entries made several years 
ago (and thus lowering stated value of outstanding shares) in order to restore 
capitalized earnings to surplus for the purpose of continuing dividend payments 
to stockholders ?
Question 17:
Outline briefly the nature of the various kinds of surplus and how they 
should be set forth on a balance sheet.
Question 18:
During 1932 an investment corporation, with nearly 15,000 stockholders, 
repurchased approximately 10% of its outstanding stock at prices averaging less 
than one-third of the original capital paid in. As a result of crediting profit and 
loss with the excess of original contributions above the cost of reacquisition, 
trading losses for the year were turned into an operating profit. You are asked 
to comment on this procedure.
Question 19:
Outline a number of methods by which a reserve for bad debts may be built 
up, and from time to time tested. What do you regard as the preferable method ?
Question 20:
For Federal income tax purposes, what bases, in lieu of cost or depreciated 
cost, are permitted an individual who sells for cash personal property which he 
has acquired other than by purchase since March 1, 1913 ?
A uditing
Question 1:
The capital of M Company consists of 200 shares of $ 100-par-value cumu­
lative preferred stock and 2,000 shares of no-par-value common stock having a 
paid-in value of $200,000.00. All the preferred stock is owned by one of the 
larger creditors of the company. The common stock is owned by the president 
of the company except for three qualifying shares held by his relatives. Organized 
three years ago the company has been operating at a small loss.
The president wished to pay a dividend on the preferred stock but because
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of the accumulated deficit, has authorized the treasurer of the company to pay 
him, in addition to his salary, a commission on sales of $1,400.00, with which he 
personally paid the dividend.
What recognition should be made of this transaction on the financial state­
ments of the company ?
Question 2:
In the auditing of a small corporation, in which all the stock is closely held, 
you find that 80%  of the company’s assets is represented by an account termed 
cash in vault, the vault being in the name of the president of the company, and 
that the cash has been put in the vault by him temporarily because of the banking 
crisis. He does not wish the balance-sheet title for this cash to be qualified by any 
comment to the effect that the funds are in his custody. Would you acquiese to 
his wishes in the matter ?
Question 3:
A brewing company owning land, buildings and machinery which cost 
$1,000,000.00 in 1905 wrote them down to $50,000.00 at December 31, 1931, 
the amount at that time offered for the properties for use in another type of 
manufacturing. For five years following the advent of prohibition the com­
pany was engaged in the manufacture of cereal beverages; since then the plant 
has not been operating, although the machinery has been so maintained that with 
repairs of approximately $20,000.00 it can be put in efficient operating condi­
tion. No entries were made on the books during 1932. You have just been en­
gaged to prepare a balance sheet at December 31, 1932, which is to be used for 
credit purposes, and find that a new offer of $750,000.00 for its properties was 
made to the company on April 1, 1933. What valuation method should be em­
ployed in connection with the properties on your balance sheet ?
Question 4:
In auditing the accounts of a village you find contracts for municipal im­
provements calling for expenditures greatly above the normal market price for 
such improvements. W hat action would you take in view of the fact that the 
village board which hired you to make the audit had approved all the contracts ?
Question 5:
You find in auditing the accounts of the Banner Corporation for the year 
ending December 31, 1932, that instead of depositing with the trustee the $10,-
000.00 required to retire the serial bonds due on October 15, 1932, the check was 
issued to one of the three officers who acted as agent for all of them in acquiring 
from the bondholders the maturing bonds at the lowest price possible. The 
corporation then deposited the redeemed bonds with the trustee, the savings being 
retained by the officers. The three officers own all the outstanding stock.
What would be your attitude toward this transaction? How would you 
cover the point, if at all, in the balance sheet or certificate ?
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Question 6:
You have been called in by the president of a company to assist him in the 
drafting of a report to stockholders. He proposes to eliminate most of the com­
ments preceding the financial statements because of unfavorable operating com­
parisons, and to draw the attention of stockholders to the strong cash position 
which has resulted from lowered receivables and inventories. In order that stock­
holders may be correctly informed, draft the comments you would add to the 
president’s statement, assuming any facts conforming to the above general con­
ditions.
Question 7:
Frequently in analyses of accounts receivable, items are disclosed which do 
not belong under the caption "Customers’ Accounts.” W hat are some of these 
items, and how would you classify them on the balance sheet ?
Question 8:
The Polar Ice Cream Company has acquired several new mixing machines 
under a rent-purchase scheme whereby the manufacturer receives a royalty or 
rent of 1 cent for each gallon produced, such rent to cease after 300,000 gallons, 
at which time title will pass to the company. W hat recommendation would you 
make for recording the rent on the books ?
Question 9:
W hat procedure would you follow in aging accounts receivable as between 
30, 60, 90, and over ninety days? Prepare an imaginary account containing a 
number of different kinds of debits and credits in order to illustrate your pro­
cedure.
Question 10:
In your examination of the opening and closing finished-goods inventory of 
a manufacturing company you find that at the end of 1931 the ratio of factory 
cost to expected selling price was 65% . At the end of 1932, because of lowered 
selling prices, lower production, and idle plant, the ratio has become 112%. 
W hat steps would you take in determining a better basis of inventory valuation 
for balance-sheet purposes ?
Question 11:
What general recommendation would you make for the proper disposal of 
organization expense ?
Question 12:
Explain how obsolescence should be recognized and given expression to in 
the accounts of an automobile parts manufacturer.
Question 13:
Would your system of accounting for a trust created under a will differ in 
each of the two cases ?
(1 ) The widow is to receive the income of the trust during her lifetime. At 
her death one-half the estate is to be distributed to charity and the remaining half 
given to the daughter or her heirs.
(2 ) The widow is to receive $10,000.00 a year and the corpus of the trust 
at her death is to be distributed in the same manner as above.
Give your reasons.
Question 14:
(a) To what extent would you be governed in your audit of the accounts 
of a corporation by Federal income tax regulations and rulings ?
( b) The building account of the Bungler Corp. contains the following 
items which a Federal revenue agent, in his examination of the 1931 return, has 
disallowed in the determination of the depreciation basis of a building con­
structed in 1924 and carried on the books at a cost of $195,298.00:
Particulars Amount
Interest accrued during construction............................................................$ 2,245.00
Taxes accrued during construction................................................................  895.00
Commission on stock sales........................ ....................................................  2,575.00
Discount and expense on ten-year bond issue for $150,000.00 due June
1, 1934..........................................................................................................  18,000.00
Organization expenses....................................................................................  1,500.00
Promoters’ fees.................................................................................................  7,500.00
Total ........................................................................................................$ 32,715.00
Would you recommend that any of the above items be removed from the 
building account ? If so, what disposition would you make of the items removed ?
Question 15:
In the past the two partners of the Booster Advertising Agency have had 
their personal bills paid through the firm checking account. During the past 
year were included such items as real estate and personal property taxes, Federal 
income taxes, prepayments and interest on first mortgages on their homes, in 
addition to ordinary withdrawals.
These facts are brought out during an examination of the partnership’s 
records for a bank which desires certain information before making a loan. What 
emphasis would you give them in your report to the bank ?
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Question 16:
The president of a company has been in the habit of running the company’s 
affairs under loose and inadequate by-laws, very much as he has seen fit, although 
in a number of instances he has subsequently sought the approval of the Board of 
Directors. As a business advisor you are asked, following an audit, to review
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certain of his acts in 1932 with the idea of recommending to the Board whether 
its authorization of these acts should precede or follow them. Outline briefly 
the procedure you would suggest in each case so that authority may be properly 
placed. The acts referred to were:
(1 ) Announcement of future declaration of dividends.
(2 ) Appointment of salesmanager who is to be compensated $50,000.00
per annum.
(3 ) Letting contract for construction of new plant in another city.
(4 ) Dismissal of company’s secretary who is also an office employee.
(5 ) Preparation of annual report to stockholders.
(6 ) Repurchase of stock from dissatisfied stockholder at a premium.
(7 ) Accepting business requiring purchase of new machinery.
(8 ) Agreeing to additional assessment of Federal income tax liability.
(9 ) Starting patent infringement suit against competitor.
(10 ) Sale of unissued or treasury stock.
Question 17:
Outline in brief the general contents of a report covering a balance-sheet 
audit with which you are familiar and the style of which you approve.
Question 18:
Give the audit procedure you would follow in verifying a capital-stock ac­
count.
Question 19:
In a balance-sheet audit of a partnership what examination and verification 
would you make of the partners’ drawing accounts ?
Question 20:
Explain what you understand by Section 104 ("Accumulation of surplus to 
evade surtaxes”) of the Federal Revenue Act of 1932. How would you determine 
whether evasion had occurred in any given case ?
Credit Position
( Continued from page 347)
show the amount authorized and issued. If 
treasury stock exists, the amount of stock out­
standing should be clearly indicated in some 
manner in the capital section.
Surplus— Surplus should be stated in a man­
ner that will clearly differentiate between 
earned surplus or deficit; paid-in surplus; 
surplus arising from revaluation of assets; sur­
plus arising from the scaling down of capital 
stock.
Consolidated Statements —  Consolidated 
statements are of little use to the short-term 
creditor. For long-term creditors, they are
important. Generally speaking, a short-term 
creditor will require the statements of the par­
ticular company desiring credit, whether parent 
or subsidiary. Since these are simple state­
ments of single concerns, the above technique 
can be utilized.
Comment—The pamphlet, "Verification of 
Financial Statements,” published by the Fed­
eral Reserve Board, should be consulted.
Conclusion— The statement of credit posi­
tion is not designed to replace the balance 
sheet. It is intended that it should be used in 
conjunction with the balance sheet, the state­
ment of profit and loss, and the statement of 
surplus in credit analysis. It would seem to 
have great possibilities if properly drawn up 
and used.
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Packing My Trunk*
By E r n e s t  C r u t c h e r , M.D., 3 2 ° ,  Los Angeles
T CONTEMPLATE "traveling into far coun­
tries.” My trunk is being packed. I have 
already put into it much I seek to discard. I 
have been packing and shifting the medley 
contents for a long time, packing much, I shall 
find, merely handicaps in the journey, but 
which, in heedlessness, recklessness, were 
fatuously crowded in. They already burden. 
Too much overweight, excess baggage is fatu­
ous in traveling and at the journey’s end is a 
constant care and annoyance.
I already wear some of it and it disfigures 
me outwardly and hinders progress. Yet so 
habituated am I to its possession that I shrink 
from laying it aside, although well aware that 
it is unfashionable in the land toward which I 
journey. Without some of it I will not feel 
natural, and even though it may offend and 
irritate others, I am reluctant to part with it 
as it is a part of my very nature, ingrained by 
use and possession during the years. Some of 
it clings to me like shells to the sea-god 
Glaucus. I cannot get it off; it hangs like lint 
to soft cloth, provoking vexation and unhap­
piness. It seems instinct, alive and magne­
tized ; hideous, yet hard to part with. Often I 
fling it away, but it seems to creep back and 
find its place in my trunk, to exhibit itself at 
inopportune moments. I wish I could be rid 
of it. I need room for essentials that may 
ornament and adorn me when I shall have 
come into this far country.
It is my spiritual trunk I am packing; the 
one which is conveying my treasures and ac­
cumulations into the spiritual realms. I have 
gathered many possessions: foolish habits, ap­
petites, irritabilities, impatience, trickeries, dis­
honesties, falsities of speech or act, duplicities, 
suavities that cover evil intent, hypocrisies, 
deceits, vulgarities, unlovely traits and char­
acteristics that are inevitably my own, inalien­
able and indestructible, carefully packed and 
snug.
Some of the largest packages in our spiritual 
trunks are prejudices of divers sort; enmities 
and envies, sneers and scowlings, superstitions 
and disbeliefs, fears and cowardices, misun­
derstandings and sensitivities, hurts and re­
*Reprinted from Supreme Council, 33°, Bulletin; 
April 15, 1933.
sentments, vengefulness, malice, malevolence, 
hatreds, narrowness, and starved psyche; heart­
burnings and secret motives— these and other 
hideous, haggard, hag-like excrescences we 
pack into the bottom, where we hope only 
ourselves may look.
The finer entities are placed in the tray: 
harmony, love, affection, kindness, tolerance, 
patience, sweetness, forbearance, gentleness, 
long-suffering, forgiveness, benevolences, self- 
denial; we make these prominent, as we wish 
them seen.
Most of these accumulations have voices that 
we hear in the night, or when alone on a 
mountain, or at sea. Some are strident and 
coarse; one in particular comes frequently 
from the bottom of the trunk, a whine. We 
tried to keep it out, but it was obtrusive and 
we hugged it at last, and found it indispensa­
ble for use when cast down in heart. Now its 
tones are dismal, for we grow old, are hurt 
and neglected by our younger associates, 
friends, or family. It seems to soothe and help 
when we can take out this whine and listen 
to its dismal din. Other discordant entities 
wish to come with it, and we get some comfort 
out of having them as company. But not for 
long, for we perceive their folly, yet we keep 
them, and they are safely packed in our spirit­
ual trunk. They go with us on our journey. 
They are part of the treasure we laid up, and 
they, like others, fade not away with command.
Each of us, individually, builds a spiritual 
trunk. Some are finely done, others are rude, 
crude, incomplete. Some trunks are large and 
gross in type, for they must carry vulgarities 
of appetite in food, drink, drugs, tobacco or 
other habits. Every physical indulgence carries 
a spiritual similitude. The spiritual trunk re­
ceives its predilection and habit. All are parts 
of our agglomerated acquisitions. None are 
left behind. Truly, as Emerson declared: 
"Things are in the saddle and ride men.”
The trunk of the miser, when opened on the 
spiritual plane, exhibits the most wretched as­
sortment of useless potpourri, none of which 
are available or of use. The last state of that 
man is worse than the first. His penance is 
very long and arduous. Few on the spiritual 
plane are in worse condition. His cry is as
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sounding brass, his plaint as a harsh cymbal.
In the spiritual trunk of Sir Self are many 
handicaps: arrogance, conceit, pomposity, vul­
garity, profanity, self-centration. Verily, much 
worthless dross has he crammed into his bag­
gage. Excess weight, chiefly, and the tax shall 
be exacted to the utmost farthing.
Thoughtlessness is one attribute that most 
of us put in. Our surprise will be amazing 
when we open our trunk on another plane. 
Out of it will come much we wot not of as 
we bundled in our belongings. Evil is wrought 
by want of thought.
Self-pity takes up a lot of room in most 
trunks, crowding out some of the finer things 
we wish to carry along. Much we shall long 
for will have to be earned in this Afterwhile, 
for the trunk must be packed anew over there. 
Our discarding may be done with heartache, 
perhaps, for habit is second nature and leaves 
scars on the trunk’s exterior. The journey is 
continuous, and as progress we must gather 
afresh for our needs, appetites, passions, 
aesthetics, emotions, loves and hates.
The far country towards which we travel is 
not so far away that we lose our tastes and in­
clinations on arrival; only there is quite a lack 
of substance of a material sort that some of 
us have fed upon, indulged and reveled in. 
It would hardly be wise to particularize. Some 
would doubt because they wish otherwise. 
Skepticism would be aroused. Anyhow, con­
verts are not sought to these views. But what 
have you packed in your spiritual trunk that 
you do not wish to carry to that far country 
towards which you travel?
Dividend Surplus
(Continued from page 332) 
determination of surplus available for divi­
dends are contrary to accounting theory but 
the later decisions conform with present-day 
accounting theory and practice. The rapid de­
velopment of accountancy in the United States 
during the last quarter of a century doubtlessly 
has had considerable influence on the courts. 
While accountants must obey the law as ex­
pressed in court decisions, they influence this 
law because the judges endeavor to make de­
cisions which accord with recognized account­
ing principles. In short, a reciprocal relation­
ship exists between law and accountancy which 
should have a steadying effect upon both that 
will benefit business in general.
Economic Reports
B USINESS men, who are searching for facts 
and ideas to be applied to making their 
operations more effective, will find the key to 
a wealth of factual information on business 
methods in a new Index o f  Economic Reports, 
just published by the Policyholders Service 
Bureau of the Metropolitan Life Insurance 
Company. Listed in this publication are the 
titles of over 500 reports and articles on prob­
lems of business management that have been 
published and made available for distribution 
by the Bureau.
Practically the entire range of business man­
agement is represented by the studies cata­
logued in the Index—advertising, selling and 
merchandising; credit and collections; budget­
ing; accounting and finance; purchasing; pro­
duction management and engineering; per­
sonnel management; business research; and in­
dustrial health and safety. Preliminary sections 
of the booklet describe the nature and scope of 
these economic surveys, and the bases on which 
they were prepared.
Illustrative of the wide range of interest 
represented by the material listed in the book­
let are the titles of a few representative reports. 
These include The Manufacturing Expense 
Budget, Effective Credit Management, Selling 
by Employees, Methods of Organizing and 
Conducting Industrial Safety Contests, Improv­
ing Dealer Accounting Practices, Radio as an 
Advertising Medium, Air Conditions and the 
Comfort of Workers, Training Driver Sales­
men, and Employee Suggestion Systems.
The reports, which taken as a whole may 
be of possible interest to executives in a wide 
variety of business enterprises, are the result 
of investigations conducted by the Policyhold­
ers Service Bureau. A bird’s-eye view of the 
Bureau is given in the introduction to the 
Index, which states that its efforts are devoted 
to the cause of better management in business, 
and in the interest of the economic health or 
well-being of the insurance company’s 26,- 
000,000 policyholders. The Bureau’s staff is 
made up of specialists trained and experienced 
in the different fields of management.
Copies of the Index o f Economic Reports 
may be obtained by writing to the Policyhold­
ers Service Bureau, Metropolitan Life Insur­
ance Company, One Madison Avenue, New 
York City.
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STATE SO CIETY NEWS
CALIFORNIA
On March 20 the Los Angeles Chapter of 
the California State Society of Certified Pub­
lic Accountants held its regular monthly meet­
ing and dinner at the Elks Club building. 
President Harry B. Mills called the business 
session to order promptly at 7:45 p.m. and, 
after welcoming the guest speakers, handed 
the gavel over to George H. Wood, chairman 
of the chapter’s Committee on Cooperation 
with Municipalities.
Mr. Lowery, Chief Deputy County Auditor, 
was introduced, and spoke on "Character of 
Service the Outside Auditor Should Render 
in Governmental Engagements.” Mr. Lowery 
is also a member of the Los Angeles Chapter.
Mr. Reed, City Treasurer of Lynwood, was 
presented, and talked on the subject of "Pend­
ing Legislation Affecting Cities of the Sixth 
Class.” His remarks were timely and enlight­
ening.
The City Clerk of El Segundo, Mr. Mc­
Carthy, presented a short paper upon "What 
the City Clerk of a Sixth-Class City Ex­
pects of the Outside Auditors.” He had 
prepared his paper in the form of a series of 
questions and answers, and his comments were 
very instructive, especially so when applied to 
competitive bidding for governmental engage­
ments. Mr. McCarthy also suggested that all 
accountants could profitably study salesman­
ship as a collateral subject to accounting fun­
damentals.
The last speaker of the evening was H. A. 
Harrison, a member of the Committee on Co­
operation with Municipalities, who gave a 
broad insight into "The Scope of Municipal 
Audits.”
Mr. Wood thanked the speakers for their 
various contributions and then opened the 
meeting for general discussion for approxi­
mately fifteen minutes.
After the non-member guests had retired, 
the chapter members reconvened for the pur­
pose of hearing reports from the legislative 
committee and discussing pending legislative 
action which would have a direct bearing upon 
the practice of accountancy and the certified
public accountants in California.
The Los Angeles Chapter of the California 
State Society of Certified Public Accountants 
held its regular monthly meeting and dinner at 
the Elks Club on April 24, 1933.
The program of the meeting was in the 
hands of the Committee on Service Develop­
ment, W. J. Palethorpe, chairman. Harry B. 
Mills, the chapter president, read a short paper 
in which he outlined the thought behind the 
origin of this important committee.
Members of the committee felt that the 
field to be covered was so broad that they 
divided the subject into five parts as follows:
(a) Elements necessary to satisfactorily 
render the services.
(b) Report or certificate to be rendered.
(c) Prospective clients for the services.
(d) Ethical means of securing the new 
clients.
(e)  Suitable or equitable basis of fees.
Subdivision (a ) was presented and discussed
at this meeting. The discussion which fol­
lowed indicated that the chapter members have 
a keen interest in the work undertaken by this 
committee.
Through the efforts of the chapter commit­
tee on Stock Exchange relationships, Lewis A. 
Carman, chairman, the chapter members were 
recently afforded the opportunity to witness a 
demonstration of floor-trading operations of 
the Los Angeles Stock Exchange. Mr. F. E. 
Sanford, Secretary of the Exchange, preceded 
the demonstration with an interesting lecture.
* * *
COLORADO
At a luncheon meeting of the Colorado So­
ciety of Certified Public Accountants, held on 
Friday, April 28, 1933, Dr. A. D. H. Kaplan, 
Professor of Economics, School of Commerce, 
University of Denver, spoke on the subject of 
"Inflation.”
Invitations had been sent to business and 
professional men of Denver, and there were 
over five hundred in attendance.
Dr. Kaplan’s address created such wide­
spread interest that the Colorado Society has
2933 THE CERTIFIED PUBLIC ACCOUNTANT 373
arranged with the University of Denver to 
release Dr. Kaplan for a seminar to study the 
present plans for economic recovery. The 
seminar will consist of a series of four sessions 
at which members of the group will have an 
opportunity to join in the discussion of the 
issues.
* * *
CONNECTICUT
The annual meeting of the Connecticut So­
ciety of Certified Public Accountants was held 
on April 26, 1933, at the Elks Club, New 
Haven.
Officers elected for the coming year were: 
President, John S. Roth; Vice-President, Harry 
Jacobs; Secretary, Lewis Sagal; Treasurer, Rus­
sell C. Everett; Auditor, William J. Hope. 
Walter Musgrave and Milton Friedberg were 
elected to the Board of Governors for three 
years.
Mrs. Nina H. Arnold, first woman in the 
State to pass the C.P.A. examinations in 1917, 
was elected a life member of the society.
* * *
INDIANA
The Indiana Association of Certified Public 
Accountants held its annual meeting at the 
Indianapolis Athletic Club, on Saturday, May 
13, 1933.
Reports of officers and committees were 
read, considerable interest centering in the 
report of the Legislative Committee, of which 
W. M. Madden is chairman.
Officers and Directors elected were: Presi­
dent, William M. Madden; Vice-President, 
Birney D. Spradling; Secretary, H. A. Roney; 
Treasurer, A. R. Chapman; Auditor, H. W. 
Painter. Directors, Arthur R. Chapman, Troy
G. Thurston, Birney D. Spradling, E. E. 
Thomas, J. R. Wharton, H. A. Roney, W. M. 
Madden.
The meeting concluded with a dinner in 
the evening, at which time Philip Zorcher, 
Chairman of the State Tax Board, talked on 
the new Indiana Intangibles Tax Acts.
* * *
MARYLAND
A meeting of the Maryland Association of 
Certified Public Accountants was held on 
Tuesday, May 28, 1933, at the Emerson Hotel, 
Baltimore.
This was a joint meeting with the Baltimore 
Chapter of the National Association of Cost 
Accountants, and the Baltimore Chapter of
the Society of Industrial Engineers.
Edgar L. Heaver, member of the public 
relations committee of the American Institute 
of Banking, spoke on the subject of "Margin 
Buying and Earthquakes.” Other speakers 
were Eugene Benge, President of the Balti­
more Chapter of the Society of Industrial En­
gineers, and F. Earl Reuwer, President of the 
Baltimore Chapter of the National Associa­
tion of Cost Accountants.
* * * 
MASSACHUSETTS 
The March meeting of the Massachusetts 
Society of Certified Public Accountants was in 
the form of an Accounting Forum.
Schedules of questions to be discussed were 
sent out in advance of the meeting. Some of 
the subjects discussed were: Government Bud­
gets; Massachusetts Excise Tax Forms; De­
flating the Plant Accounts; Cost Procedure 
for Unused Plant and Sub-normal Production; 
Tax Effects of Plant Writedowns.
The April meeting was held on the evening 
of the twenty-fourth, at the Hotel Statler, when 
the society had as guests John L. Carey, Sec­
retary of the American Institute of Account­
ants, and Frederick H. Hurdman, past presi­
dent of the Institute.
The thirty-third annual meeting of the Mas­
sachusetts Society of Certified Public Account­
ants, Inc., was held at the Salem Country Club, 
Peabody, Massachusetts, on Monday, May 22, 
1933.
About twenty members played golf in the 
morning and over sixty played in the after­
noon. Dinner was served at seven o’clock to 
236 members and guests.
After transacting a few matters of business 
the secretary, on instructions, cast a unanimous 
ballot electing the following officers: Presi­
dent, George S. Clarkson; Vice-President, 
Richard D. Seamans; Secretary, Arthur W. 
Yardley; Treasurer; John F. Clark; Executive 
Committee, J. Harold Stewart, Charles E. 
Masters, Harvard L. Mann; Auditor, John J. 
McIsaac.
Dancing and contract bridge were enjoyed 
until midnight. The first prize in contract was 
won by Richard D. Seamans, and the second 
by Walter L. Boyden. Winners in golf were: 
Low gross, Karl W. Baker; kickers’ handicap, 
Joseph M. Murphy; low net, George C. 
Cronin; longest drive (1st tee) Frank J. 
Farrey; nearest to pin on drive from third
374 THE CERTIFIED PUBLIC ACCOUNTANT June,
tee, Charles E. Masters; mystery six, R. O. 
Imper.
* * *
MICHIGAN 
The Western Michigan Chapter of The 
Michigan Association of Certified Public Ac­
countants held its monthly meeting at the 
Y.M.C.A ., in Grand Rapids, on Thursday, 
April 6, at 6:30 p.m.
The president gave an interesting detailed 
report of the meeting of The Michigan State 
Association held in Detroit, Thursday, March
16, 1933.
In a meeting of September, 1932, this chap­
ter passed the following resolution, which sub­
ject has caused much interest and discussion in 
both chapter and State meetings:
"Motion made and seconded, that the Secre­
tary instruct the Secretary of The Michigan 
Association of Certified Public Accountants 
that this chapter hereby goes on record as 
disapproving of flat bids on all audits— sub­
stituting therefor a schedule of minimum per 
diem rates, to be fixed by the State Association.
"In this connection it was the sense of the 
meeting that due to the fact that there are a 
large number of Certified Public Accountants 
not at present members of The Michigan As­
sociation, it would be necessary for some form 
of agreement to be drawn and presented for 
signature to all Certified Public Accountants—  
members and non-members; this agreement to 
affect the refraining by all members of the 
profession in this State from making a flat bid 
on any audit, and the substitution of a schedule 
of minimum per diem rates to be fixed by the 
State Association after a thorough study and 
conference with non-members of the Associa­
tion.”
*  * *
MINNESOTA 
The Minnesota Society of Certified Public 
Accountants held its April meeting on Tuesday 
evening, April 25, at Wade’s Rotisserie, with 
dinner at 6:15.
The meeting was devoted to a round-table 
discussion of technical matters, subjects being 
presented as follows: "Minnesota State Income 
Tax,” by Oscar C. Stand; "What Should a 
Report Contain for Credit Purposes?” by 
James Strudwick; "Are Hidden Reserves Jus­
tifiable?” by Fred Carleton; "Effects of Re­
ducing the Values of Fixed Assets Through 
Charges to Depreciation Reserves and of Sur­
plus,” by Newton Bowers.
MISSISSIPPI 
The annual meeting of the Mississippi So­
ciety of Certified Public Accountants was held 
at the Robert E. Lee Hotel, Jackson, on April 
25, 1933.
Roy C. Brown, the outgoing president, gave 
a report of the society’s activities for the past 
year. Reports were also made by other officers 
and committee chairmen.
Ralph W. E. Cole, of Los Angeles, Cali­
fornia, President of The American Society of 
Certified Public Accountants, was the guest 
speaker, and Mr. Cole’s address was both en­
tertaining and instructive. The society was also 
honored by the presence of Thomas A. W il­
liams, of New Orleans, President of the So­
ciety of Louisiana Certified Public Account­
ants, who brought greetings from the Louisiana 
accountants.
The meeting was closed with a dinner at 
six thirty, attended by the members and guests.
Officers elected for the ensuing year were: 
President, C. E. Powell, Greenwood; Vice- 
President, Robert H. Crook, Meridian; Treas­
urer, Glenn M. Goodman, Laurel; Secretary, 
Stewart J. Parker, Jackson. In addition to the 
officers the following were elected as members 
of the Board of Governors: Nelson E. Taylor, 
Greenwood; J. A. Rogers, Jackson, and Roy 
C. Brown, Meridian.
* * *
MISSOURI 
The annual meeting of the Kansas City 
Chapter of the Missouri Society of Certified 
Public Accountants was held at Mission Hills 
Golf Club, on Monday, May 15, 1933.
There was a golf game in the afternoon and 
in the evening the banquet was followed by 
a business and social meeting. Officers elected 
were: President, Tom C. Hansen; First Vice- 
President, Parry Barnes; Second Vice-Presi­
dent, John W. Rader; Secretary, Felix E. 
Mueller; Treasurer, R. W. Smith.
* *  *
NEBRASKA 
The Nebraska Society of Certified Public 
Accountants held its monthly meeting on Sat­
urday, April 22, 1933, at the Hotel Conant, 
Omaha. Mr. Alexander McKee, Jr., attorney, 
spoke on the subject of "The Relation of the 
Accountant and the Legal Profession.” Harry 
E. Judd, C.P.A., gave a paper on the subject of 
"The Valuation of Fixed Assets,” following 
which there was a round-table discussion.
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NEW JERSEY
The regular monthly meeting of the Society 
of Certified Public Accountants of the State 
of New Jersey was held on the evening of 
April 25, at the Downtown Club, Newark.
Officers and members of the New Jersey 
Bankers Association had been invited as special 
guests, and the meeting was attended by 142 
members and guests.
After welcoming the guests, President 
Fernald introduced James F. Hughes, Chair­
man of the Committee on Cooperation with 
Bankers and Other Credit Grantors, who pre­
sided. Mr. Hughes reported that a pamphlet 
would be published recording results of de­
liberations of his committee and the New 
Jersey Bankers Association’s Committee on 
Cooperation with Certified Public Accountants.
Speakers of the evening were: Frank W. 
Sutton, Jr., President of the New Jersey Bank­
ers Association; Spencer S. Marsh, Vice-Presi­
dent and Cashier, National Newark & Essex 
Bank Company, Newark; Colonel Robert H. 
Montgomery, former President of the New 
York State Society of Certified Public Account­
ants, and for many years Chairman of their 
Committee on Cooperation with Bankers and 
Other Credit Grantors; Joseph L. Morris, of 
Robert Morris Associates, Vice-President of 
Manufacturers Trust Company, New York.
Anticipating the expiration of the term of 
office of Mr. Fernald as president and the 
likelihood of his absence in Europe at the time 
of the annual meeting in May, W. C. Heaton 
expressed the gratitude and appreciation of 
the officers, trustees and members to Mr. 
Fernald.
The annual meeting of the Society of Cer­
tified Public Accountants of the State of New 
Jersey was held at the Downtown Club, in 
Newark, on Monday, May 22.
Former Senator J. Henry Harrison delivered 
the principal address. Reports were submitted 
by outgoing officers and committee chairmen.
The following elections were unanimously 
made:
Philip S. Suffern, President; Julius E. Flink, 
First Vice-President; John A. Conlin, Second 
Vice-President; Theodore Krohn, Secretary, 
and W. Melville Coursen, Treasurer.
Board of Trustees: George H. Kingsley, W. 
Willard Schwab, William Surosky, John J. 
White, Samuel J. Wortzel and Peter C. 
Wiegand.
Auditors: Philip E. M. Thompson and 
Arnold B. Rosenthal.
The May C.P.A. Bulletin of the New Jersey 
Society contained a forward-looking message 
from the retiring president, Henry B. Fernald, 
and an extremely interesting financial state­
ment showing that the New Jersey Society has 
increased its cash position by a little over $700, 
an unusually good showing for a working 
society.
* * *
NEW YORK 
The annual meeting of the New York State 
Society of Certified Public Accountants was 
held on May 8, 1933, at which time officers 
and directors were elected as follows: Presi­
dent, Walter A. Staub; First Vice-President, 
Frederick H. Hurdman; Second Vice-Presi­
dent, Morris C. Troper; Secretary, Wm. J. 
Forster; Treasurer, Fred L. Main; Directors 
for term of two years, William B, Franke, 
Charles J. Maxcy, Max Rolnik, Alfred J. Stern 
and Charles H. Towns; Directors for term of 
three years, Arthur H. Carter, Emanuel Engel, 
William B. Campbell, A. S. Fedde, and Martin 
Kortjohn.
* * * 
PENNSYLVANIA 
A meeting of the Harrisburg Chapter of the 
Pennsylvania Institute of Certified Public Ac­
countants was held at the Harrisburg Hotel 
on January 20, with thirteen members and 
nine guests present.
Leon D. Metzger, Secretary of Revenue, as­
sisted by Sanford D. Beecher, counsel, and A. 
J. Fraber, Director of Delinquent Taxes, were 
present to answer any questions in regard to 
the Sales Tax.
Clarence L. Turner, Chairman of the Phila­
delphia Chapter, gave a talk on the Income 
Tax Act of 1932, after which there was gen­
eral discussion.
The Philadelphia Chapter held its regular 
monthly meeting at the Manufacturers’ Club, 
Tuesday evening, March 21, 1933.
Twenty-two successful candidates at the 
recent examinations for the C.P.A. certificate 
were guests.
H. A. Kluge, Chairman of the Legislative 
Committee, presided. The entire meeting was 
devoted to a discussion of whether or not it 
was desirable to have regulatory and restrictive 
legislation in Pennsylvania. Designated speak­
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ers were: Clarence Turner, Will-A. Clader, 
Charles Rockey, Horace Griffith, O. V. Wallin, 
W. R. Main, C. W. McDowell, Robert J. 
Bennett, John Balch, Wm. J. Wilson and 
Frank Glendenning.
The monthly meeting of the Philadelphia 
Chapter of the Pennsylvania Institute of Cer­
tified Public Accountants was held on April 
18, 1933, at the Manufacturers Club when 
there was heard an address on Receiverships 
and Bankruptcies, by Percival H. Granger, of 
the law firm of Reber, Granger & Montgom­
ery, which proved to be most interesting and 
instructive to the large number of members 
and guests present.
Mr. Granger first discussed the various types 
of receiverships arising in the Federal Courts, 
and in the State Courts, and the conditions 
under which creditors or interested parties 
may obtain them. The bounds and limitations 
of the Receivers’ authority as well as those of 
the Trustees were also pointed out.
Mr. Granger then proceeded to discuss the 
accounting problems faced by the lawyers for 
the receivers, and the matter of the employ­
ment of accountants to prepare reports and 
make audits necessary for the lawyers in carry­
ing out their duties to the interested clients.
He particularly stressed the following neces­
sities to cover the situation:
(1) That before proceeding with the en­
gagement all accountants should confer with 
the lawyers in order to determine the extent 
of the engagement. That the lawyers should 
get into the accountant’s mind the full aspects 
of the legal situation, and the accountant 
should consider not only the accounting job 
but the legal position of all matters applicable 
thereto. That, if a trial in court is to be had 
and the accountant is to be a witness, careful 
preparation be made for accurate teamwork 
with the lawyers.
(2) That in the preparation of all reports 
and transcripts the accountants should make 
certain that proper headings be placed on all 
exhibits and schedules, and that he should re­
member that not only does there exist a prob­
lem in figures, but that all the data he prepares 
may be relative to certain other data.
When the time comes for the rendering of 
statements of accounts to the courts, certain 
full reports outlined by accounting theory and 
practice may be entirely unnecessary for the 
case on hand, as a mere statement of cash
receipts and disbursements may be the only 
report necessary.
(3) With respect to the appearances of 
the accountant as a witness in the court pro­
ceedings, accountants should be careful in their 
answers to all questions. That they must avoid 
blanket questions and direct answers of "yes” 
or "no” when such answers should bear quali­
fications.
Following his address Mr. Granger an­
swered many questions regarding the subject, 
and the discussions which arose were found 
to be of great interest.
The meeting was under the direction of J. 
N. Aitken as Chairman.
The annual meeting of the Philadelphia 
Chapter of the Pennsylvania Institute of Cer­
tified Public Accountants was held on Wed­
nesday evening, May 17, 1933, at the Manu­
facturers and Bankers Club.
The reports of the various committees of 
the chapter read to the members indicated that 
the chapter had had a most active year.
The election of officers for the ensuing year 
resulted in the following being named: 
Chairman, J. Cyril McGarrigle; Vice-Chair­
man, A. Karl Fischer; Treasurer, J. Carle 
Parry, Jr.; Secretary, Frank S. Glendening.
Members of the Executive Committee for 
term expiring in 1935: Clarence L. Turner, 
C. Whitford McDowell, Palen P. Rossman, 
Hubert F. Ravenscroft.
The members of the Executive Committee 
who remain to conclude their term expiring in 
1934 are: Gustave J. Lexman, Benjamin Gol­
denberg, Harold A. Kluge.
R e p o r t  o n  R e g io n a l  C o n f e r e n c e
The Philadelphia Chapter of the Pennsyl­
vania Institute of Certified Public Accountants 
held its first Regional Conference on Account­
ing, on Tuesday and Wednesday, May 16 and
17, 1933, at the Manufacturers and Bankers 
Club.
At the inaugural luncheon on Tuesday, the 
speaker was Mr. Louis E. Van Norman, Spe­
cial Representative of the United States Daily, 
at the Department of Commerce. His subject, 
"What’s Wrong With the World’s Business,” 
was received with much interest.
Following the luncheon the conference di­
vided itself into three groups to discuss the 
following subjects: "Accounting Legislation,”
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led by J. K. Mathieson; "Federal Taxes,” led 
by Clarence L. Turner; "Budgets,” led by 
John Balch.
The evening session following was devoted 
to a discussion on the "Accounting Require­
ments of the New York Stock Exchange.” 
Walter A. Staub, recently elected president of 
the New York State Society of Certified Public 
Accountants, was the guest speaker, and dis­
cussion leaders were Will-A. Clader, Edward 
P. Moxey, Jr., and Charles S. Rockey.
On Tuesday morning a group of conferences 
was held as follows: "Bank Credits,” led by 
Hubert F. Ravenscroft; "Pennsylvania Taxes,” 
led by Wm. R. Main; "Education and Train­
ing of Accountants,” led by Robert J. Bennett.
On Tuesday afternoon a single session was 
held, at which Mr. George H. Houston, 
President of the Baldwin Locomotive Works, 
presented the subject of "Accounting for Man­
agement.” Mr. Houston’s presentation was 
exceedingly interesting, and the discussions 
following were led by Horace Griffith, Palen 
P. Rossman, and C. E. Knoeppel, Industrial 
Management Counsellor.
The attendance at the conference was grati­
fying to the committee in charge and to the 
officers of the chapter. The combined attend­
ance at the group conference on Tuesday af­
ternoon and Wednesday morning was about 
200, and at the evening session on Tuesday 
and the afternoon session on Wednesday over 
250 persons were in attendance.
The committee in charge was as follows: 
T. Edward Ross, General Chairman; Donald 
M. Russell, Sub-Chairman in Charge of Pro­
gram; Harold A. Kluge, Sub-Chairman in 
Charge of Arrangements; Benjamin Golden­
berg, Sub-Chairman in Charge of Attendance; 
J. N. Aitken, Francis P. Byerly, Frank S. 
Glendening, Horace P. Griffith, William R. 
Main, Edward P. Moxey, Jr., J. Carle Parry, 
Jr., Charles S. Rockey, Clarence L. Turner, 
John H. Zelby.
At the twelfth annual meeting of the Pitts­
burgh Chapter of the Pennsylvania Institute 
of Accountants, held at the Keystone Club, 
May 23, 1933, the following officers were 
elected for the year 1933-1934: Chairman, 
Edwin S. Reno; Vice-Chairman, James Clarke; 
Secretary, Ira G. Flocken; Treasurer, O. L. K. 
McKibben; Auditor, James J. Mulvihill. Mem­
bers of Executive Committee, H. R. Hers­
perger, G. C. Shannon, and David A. Allen.
PUERTO RICO 
At the annual meeting of the Puerto Rico 
Institute of Accountants, held on February 19, 
1933, members of the board of directors and 
officers reelected for the ensuing year. They 
are as follows: President, William Waymouth; 
Vice-President, R. Rodriguez Sanchez; Treas­
urer, Santos G. Ramirez; Secretary, J. C. Vil­
lariny; Directors, Jose P. Gorbea, J. E. Soltero, 
J. E. Rosario.
* * *
RHODE ISLAND 
The annual meeting of the Rhode Island 
Society of Certified Public Accountants was 
held on the evening of April 18, 1933, at the 
Narragansett Hotel, Providence.
The business session was preceded, as usual, 
by dinner. Officers elected for the ensuing 
year were: President, Spencer H. Over; Vice- 
President, C. Watson Scott; Secretary-Treas­
urer, William B. M. Miller. Directors, the 
above officers and George B. Clegg, Jr., and 
Townes M. Harris.
*  *  *
WASHINGTON 
The C.P.A., issued by the Spokane Chapter 
of the Washington Society of Certified Public 
Accountants, discusses the "Natural Business 
Year” in its April number. The March issue 
was devoted to "Income Tax Pointers.”
* *  *
WYOMING 
From Volume I, Number 2, of The Certi­
fied Public Accountant, issued by the Wyom­
ing Society of Certified Public Accountants, 
we quote:
"From the travail of the past three years 
mankind has been slowly sorting the millions 
of intricate pieces of the jigsaw of modern life. 
President Roosevelt has been granted greater 
powers than any President has ever been 
granted. To him and to the United States of 
America the world has turned for the leader­
ship which will fit together this jigsaw. Suc­
cess will depend very largely not only on the 
manner in which the pieces are placed to­
gether, but on the support given him by the 
Congress and the people of this country; and, 
perhaps more important than all, the coopera­
tion given him by the world’s leading na­
tions. . . .
"The Certified Public Accountant can and 
must give his best to America that it wounds 
may be healed and business be revived.”
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Poor Audit Reports
(From the Educational Business Manager and Buyer, L loyd Mo rey , C.P.A ., Editor.)
T HE advantage of audits of public bodies 
including educational organizations by 
public accountants is generally recognized. 
The difficulty in making this procedure more 
universal is the fact that some such audits are 
of a quality as to make them valueless or even 
misleading to those in charge of the enterprise 
being audited and to the public.
An instance came to attention recently in 
which the financial operations of a large school 
district had been audited by a firm of account­
ants of good standing for several years. The 
distinction among the several funds of the 
district had been completely disregarded. The 
distinction between plant or non-expendable 
assets and current or expendable assets had not 
been maintained. An income and expense 
statement accounting for all revenue was pre­
pared, but charging to that revenue only cur­
rent expenses, thus making it appear that the 
revenue greatly exceeded the expenditures in 
each year. Expenditures for capital purposes 
in considerable amounts out of revenue were 
not reported as deductions from it. A balance 
sheet was submitted which did not set out the 
various funds in balanced sections, but which 
showed a single figure of surplus representing 
the difference between all assets and all lia­
bilities. The board of education and citizens 
prided themselves on the district being in ex­
cellent financial condition.
Eventually a different audit firm was en­
gaged. Proper deduction for capital expendi­
tures was made from income. A proper sec­
tional balance sheet was prepared setting forth
special funds separately from other current 
funds, and capital assets and long-term lia­
bilities distinctly from expendable assets and 
liabilities to be met out of them. The result 
showed that the district had been expending 
for all purposes more than its income each 
year, thus increasing its floating debt and lead­
ing to a condition in which the current liabili­
ties materially exceeded the current resources. 
True, the plant assets exceed long-term lia­
bilities by a sum larger than the deficit of cur­
rent accounts; but the plant could not be used, 
either by borrowing or by sale, to provide 
funds to pay current obligations. The actual 
financial condition of the district was thus 
brought to light, and was anything but satis­
factory.
Such instances, which occur all too fre­
quently, lead the public to distrust the efficacy 
of audits by public accountants, and of the 
ability of public accountants in general. Ac­
countants who follow the usual channels of 
commercial accounting methods in work of 
this kind bring embarrassment and discredit 
upon themselves, their clients, and the pro­
fession.
There is a vast and largely uncultivated field 
for public accountants in institutional and gov­
ernmental work. It is work that public ac­
countants should have; but until they gener­
ally learn the principles and requirements of 
fund accounting they have little chance to 
secure and retain the confidence which is nec­
essary to success in it.
Advisory Arbitration Council
ANNOUNCEMENT of the appointment of 
Alexander S. Banks, past president of 
The American Society of Certified Public Ac­
countants, to serve on the Business Advisory 
Council of the American Arbitration Associa­
tion, was made on May 8 by Lucius R. East­
man, president of the association.
The purpose of the Council, which will be 
composed of one outstanding representative 
from approximately thirty industries, will be
to assume the direction of efforts to be made 
to coordinate and develop the use of arbitra­
tion in these industries in the gradual resump­
tion of business activities, as an aid in the 
revival of trade, the restoration of confidence 
and the return of normal conditions.
The plan contemplates a survey of each 
industry, under the supervision of its respec­
tive chairman, to discover to what extent arbi­
tration is now being used, whether the adop­
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tion of standardized arbitration clauses is 
practicable and whether rules of procedure for 
the use of the industry can be developed, with 
a view to correcting existing abuses and in­
jurious practices. The cooperation and assist­
ance of trade associations in each field will also 
be sought.
Surveys already have been made of five 
industries, including the wool and garment 
trade, stock exchange firms, paper and pulp, 
tobacco and electrical manufacturing in­
dustries, and others will go forward as soon as 
possible. In the woolen industry the survey 
shows that arbitration is functioning success-
The World’s
M ANY years ago the Norfolk, Nebraska, 
Daily News contained an editorial be­
ginning with the question, "What is your idea 
of a rich man?”
This editorial attracted the attention of
E. J. Myers, a village blacksmith at Pierce, Ne­
braska, and after supper on the evening in 
question, with the inspiration gained from his 
ever-ready pipe, he penned an answer which 
was printed and reprinted throughout the en­
tire United States, translated into other lan­
guages and for a time at least, Myers was an 
internationally known philosopher. It is just 
as good philosophy today as it was when 
written. Here it is:
"Dear sir: I wonder if you knew that one 
of the richest men in the world was 14 miles 
north of Norfolk, right here in Pierce, Neb. 
That man is the writer.
" I ’m just a common 'plug blacksmith,’ but 
oh, how rich! I go to my labors each morning, 
work until noon, go to dinner, return at one 
p.m., and work until eight o’clock.
"I enjoy the greatest of all blessings, good 
health. Rockefeller would give me all he pos­
sesses in money or holdings for my 'stomach,’ 
but he can’t have it.
"Each day sees something accomplished and 
every job of work I turn out I feel that I have 
done my customer a service, 'worthy of the 
hire.’ I have a wonderful little wife. She has 
stuck to me 22 years now, so I know she must 
be a dandy to accomplish that.
"I have a little home, a beautiful little 
daughter, a son grown to maturity and now in 
life’s game for himself. Rich? Why, man
fully under a plan in which both buyers and 
sellers participate, with a widespread use of 
arbitration clauses. Standard rules of pro­
cedure have been developed and are admin­
istered by an Arbitration Committee represent­
ing all branches of the trade.
Other chairmen so far appointed, in addi­
tion to Mr. Banks, include Pell W. Foster, Jr., 
for the electrical and general machinery in­
dustry; Henry Irons, construction; Arthur 
Notman, non-ferrous metals; F. Meredith 
Blagden, investment banking and stock ex­
change divisions; Roy Durstine, advertising, 
and Aymer Cater, real estate.
Richest Man
alive, who can possibly be richer ?
"Then to add to all the above riches, I take 
down my old shotgun in season and ramble 
through fields, woods and tangle in search of 
the elusive cottontail, teal and mallard, with 
my faithful old pointer at 'heel’ (now past 11 
years old), and he is as happy as I when we 
are on the hunt. Then, when I get back, oh, 
how good everything does taste!
"Then when night has spread its mantle 
over this good old universe, I settle down in 
a good old easy chair, enjoy a smoke, and then 
roll into bed to be embraced by 'Morpheus’ 
and never hear a sound until the beautiful 
break of another day.
"Rich? Did you say? Well, I guess. $’s? 
No, not many. You inquired about riches, not 
material wealth.
"The height of my ambition is to so live 
that I may have no regrets for having lived, 
when the time comes for me to shuffle off this 
mortal coil, and I hope by that time to have 
accumulated just enough $’s that myself and 
mine may not be objects of charity.
"This, then, is my idea of a rich man. If 
anyone enjoys life more than I do, he is to be 
envied for his riches.”
The California Graphic for February con­
tained a page article by John L. Riemer, 
C.P.A., on "Inflation,” the concluding of which 
is "Bad money drives out good money. This 
is true, not because Sir Gresham said so, but 
because it is based upon a fundamental eco­
nomic principle.”
New Jersey State Society of C. P. A’s 
Report of Ethics Committee
By J u l iu s  E. F l i n k , C.P.A ., Chairman
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F INANCIAL changes which have been 
brought about by the depression, serve to 
emphasize the need for an expanded useful­
ness of the profession in relation to the gen­
eral public. It will be granted, we believe, 
that the ethics of a profession are greatly af­
fected by the growth of that profession. When 
but a few persons are engaged in practice, 
the possibilities of encroachment one upon 
another are slight. In a profession such as 
ours, in which the number of persons engaged 
is constantly increasing, and in which the hori­
zon of activity is ever broadening, it becomes 
necessary to consider whether our rules of 
conduct, designed at some prior date, are 
sufficiently elastic to meet the present situation. 
While we believe that the tendency in our 
profession is toward the adoption of a more 
restrictive code of ethics, there is a growing 
need for a leadership and an ideal which will 
surpass rules and regulations.
Your Committee purposely refrains from 
submitting a report which will furnish an 
analysis of its detail work during the past 
year. In place of this, however, it should like 
to invite your attention to a number of prob­
lems which have occasioned considerable 
thought during the past year.
C o -o p e r a t iv e  P u b l ic it y  
As a profession, accountants have been dis­
inclined to give publicity on an organized basis 
to the scope and objects of their work. One 
wonders whether the many financial catastro­
phes of the past few years have not tended to 
embarrass the profession because of an unen­
lightened and misinformed public. While in­
dividual efforts have been made to point out 
the position of the professional accountant in 
these matters, there has been no organized 
effort to present useful information through 
the medium of the press, lecture, or radio. 
Accountants must cooperate in presenting such 
information in much the same way as the pro­
fessions of medicine and law are using, as a 
means of bringing to the attention of the gen­
eral public in an effective way, the purposes 
of their professions. The practical significance
of the average publicity given to accounting 
matters is not readily apparent or understood, 
because it is usually wrapped in technical lan­
guage. Members of the profession might per­
form a valuable service in discussing for pub­
lication in the newspapers, the accounting im­
plications of current news events, so that the 
public might become better informed con­
cerning elementary principles of accounting, 
with a freedom from technical verbiage. While 
the suggestion proposed would tend to break 
down a time-honored tradition in the profes­
sion of accountancy, are we not obliged to face 
a new order of things?
T h e  Y o u n g  P r a c t it io n e r  in  t h e  
P r o f e s s io n
That higher conception of ethics with which 
we endeavor to inspire the young practitioner 
can only come about by the example and pat­
tern which is set for him by the older mem­
bers of the profession. This is not a matter of 
rules and regulations, but one of leadership, 
exemplary conduct, kindness, consideration 
and a spirit of helpfulness which must come 
from the older practitioner. Accountants have 
been accused of creating artificial barriers in 
their relations with each other. If such barriers 
exist, the most effective way to break them 
down is to develop a willingness to exchange 
opinions; to lend staff members when one 
firm has an engagement to perform which can­
not be handled by the members of its own 
staff; to furnish advice willingly and even to 
lend services of principals and partners in cases 
where particular engagements call for spe­
cialized knowledge. This will make for an 
enhanced respect and affection for the older 
practitioner on the part of the younger mem­
ber of the profession.
P u b l ic a t io n  o f  B u s in e s s  C ards
This Committee has been requested to ex­
press its opinion as to the propriety of an ac­
countant causing his name to be inserted in 
journals, programs or other publications, pub­
lished or sponsored by associations, clubs and 
fraternities regardless of whether they are
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organized for profit or charitable, educational 
or civic purposes. The question becomes of 
importance because of the constantly increasing 
number of such journals for which advertising 
is solicited in order to make them self-support­
ing. Such organizations also solicit advertising 
for the programs of theatrical, musical, and 
other entertainments which they give or spon­
sor. This Committee is informed that many 
accountants have, without thought of im­
propriety, authorized such publication of their 
cards, not because these accountants believe the 
advertising to possess any value, but as a con­
tribution to the organization which solicited it. 
The practice of publishing professional cards 
has the sanction of our Code of Ethics. Ap­
parently such publication is not per se im­
proper. However, it would seem that this 
practice has encouraged advertising on a larger 
and more effective scale, wherein cards are 
published with additional data, implying the 
solicitation of business. It is recognized that 
such forms of advertising are for the financial 
advantage of the advertiser, and are, therefore, 
objectionable.
N e c e s s it y  f o r  Su b m it t in g  Su p p o r t in g  
D a t a  t o  Su b s t a n t ia t e  G r ie v a n c e s
Where a complaint is made by one member 
of the profession against another, it is desir­
able that such complaint be submitted ex­
plicitly and concretely, in writing. Unless this 
is done, it is extremely difficult to justify an 
investigation against the person complained of, 
and unless we have some nucleus upon which 
to proceed, the entire plan is fraught with 
danger. The interests of the Society and the 
profession must ignore any consideration of 
personal feeling or bias; it is essential that 
nothing be done by the Ethics Committee 
which would weaken the position or the 
esteem in which the Society is held. Our 
course of action at all times must be so pur­
sued as to preclude the possibility of our being 
placed in an embarrassed or awkward position. 
If this were not so, the value of the work of 
the Ethics Committee might well be ques­
tioned. We must distinguish carefully between 
gossip and fact; between rumor and actual 
happenings.
R e g u l a t io n  o f  F e e s
During the past year, a proposal was offered 
which had for its object the adoption of a fees 
schedule with relation to a certain class of
The B E N TLEY  
SCHOOL of 
AC CO U N TIN G  
and FIN AN CE
A D I S T I N C T I V E  SC H O O L  
which is devoted exclusively to train­
ing men who desire to specialize in 
preparation for the key department 
of business administration, or for 
professional accounting.
Many of the graduates are holding 
positions such as :
¶ IN BUSINESS—office manager, head 
accountant, cost accountant, traveling 
auditor, general auditor, credit manager, 
comptroller, statistician, assistant treas­
urer, treasurer, branch manager, vice- 
president, general manager.
¶ IN PUBLIC ACCOUNTING—senior 
accountant, supervisor, manager, part­
ner.
¶ IN PUBLIC SERVICE—bank exam­
iner, tax consultant, internal revenue 
agent, special investigator, senior audi­
tor, treasurer.
¶ Its graduates are employed in 29 states 
and 6 foreign countries.
¶ Students have enrolled from 22 states 
and 5 foreign countries.
¶ Two years are required to complete the 
course, the shortest time consistent with 
thoroughness.
The catalog will be sent upon request.
H. C. BEN TLEY, C.P.A., President 
921 BOYLSTON STREET, 
BOSTON, MASSACHUSETTS
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audit work. It was intended to make these 
fees obligatory upon the members by provision 
that any member failing to conform thereto 
should be disciplined. Considerable thought 
has been given to the desirability of the pro­
posal. This Committee feels that the question 
of fees, not alone in this particular class of 
work, but in all classes of work, should be 
determined by the circumstances of each case, 
rather than by any obligatory fee schedule. An 
accountant’s adherence to any such fee sched­
ule which is applicable to audits of similar 
character would be conducive to a stereotyped 
class of service and to an unprofessional re­
lationship. In addition, any obligatory fee 
schedule must necessarily conflict with that in­
dependence of thought and action which is 
necessary to professional existence. The use­
fulness and capacity for service of the members 
of the profession must vary with their in­
dividual character, learning and experience, 
and to place the compensation of all on a 
labor-union basis would soon lessen the use­
fulness of the profession to the public.
These matters are brought to your attention 
with a view to having the succeeding admin­
istration refer them to the next Ethics Com­
mittee for further consideration.
A New Deal for Trade Associations 
( Continued from page 328)
the vast majority of such associated activity is 
a constructive contribution to national welfare.
"The Department wishes to cooperate with 
such associations (as wish it) in the collection 
of information as to production, stocks of raw 
and other material, percentage of industry in 
active operation, total orders, and other ac­
complished facts of interest to them and in 
the making of the information available to 
the whole public.
"The making of such information currently 
public acts alike to protect legitimate business 
enterprise and the public interest.”
An Experiment
Reference was made last month to the action 
taken by the President the day following his 
inauguration, the statement being made that 
no choice confronted him; there was only one 
thing to do and he did it.
Since then many suggested measures of 
dealing with present conditions have emanated
from the White House, some of which were 
immediately enacted into law by Congress, 
others of which met with discussion followed 
by ratification, while other suggestions have 
not yet been favorably acted upon. In a sense, 
each of those suggestions might be considered 
in the light of an experiment and yet each 
was of a character that had an economic back­
ground.
The embargo on gold, announced by the 
President, was not based on economic condi­
tions but was purely a political or statesman­
ship attempt, whichever term is preferred, to 
place the United States on a basis of equality 
with practically all of the other nations in 
discussions on international relationship just 
beginning. This is an experiment in American 
diplomacy the outcome of which will be 
watched with much interest. It is certain, 
however, before the first Conference begins 
that the United States starts with a much better 
poker hand than it did when President Wilson 
crossed the pond some years ago.
Congress is and has been busily engaged in 
attempting to balance the budget. Several 
sources of saving have been discussed from 
time to time. One of them has been the pos­
sible refinancing of the Government debt at a 
lower rate of interest. This saving to the 
Government would, of course, result in a 
corresponding lessening of income for the 
holders of the present obligations; however, 
Government bonds are usually held in large 
quantities by those who can better afford a 
cut in interest than the citizen with a small 
income. Those who refer to possible loss in 
discussions of this sort are usually thinking of 
their own possible losses rather than of those 
to whom they so fluently refer as needing their 
present income.
Last summer England found itself with a 
ten-billion-dollar five per cent war-loan issue 
maturing and no means of meeting it except 
by a reissue. They proposed to the bondhold­
ers to accept in exchange a new issue bearing 
interest at three and one-half per cent, and 
within a short time over nine billions were 
converted with a reduction of one hundred 
and fifty million dollars in the annual interest 
bill.
Would the large holders of American bonds 
be as patriotic if it were proposed to reduce 
our four-and-one-quarter per cent to a three- 
per cent return ?
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ANNOUNCEMENTS
Ernest Crowther, C.P.A ., announces the re­
moval of his office to 505 Law and Finance 
Building, 429 Fourth Avenue, Pittsburgh, Pa. 
* * *
Daniel Levy, C.P.A., announces the re­
moval of his office to the Chanin Building, 
122 East 42nd Street, New York City.
* *  *
William F. Muckenfuss, C.P.A., announces 
that he is practicing under the firm name of 
William F. Muckenfuss and Associates, with 
offices in the Peoples Office Building, Charles­
ton, S. C. Associated with him for the at­
tention of legal matters is William Hartz, 
attorney at law.
*  * *
W. T. Newman, L. N. Maffet and E. C. 
Jost, Certified Public Accountants, announce 
the formation of a copartnership under the 
firm name, Newman, Maffet, Jost & Company, 
Accountants and Auditors, with offices at 
room 17, Orpheum Building, Topeka, Kansas.
*  *  *
George W. Rossetter & Company, Certified 
Public Accountants, New York and Chicago, 
announce that the following members of its 
staff have been admitted to partnership: Bruce 
C. Hightower, Kenneth R. King, and Russell
H. Morrison, Certified Public Accountants.
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WANTED 
Information as to the present address of 
Earl M. Walton, an accountant. Box K-306, 
T h e  C e r t if ie d  P u b l ic  A c c o u n t a n t .
A C C O U N T I N G
can be studied at home under thor­
oughly competent instructors
Columbia U niversity
offers courses for home study in accounting and 
in many other subjects of practical business value, 
as well as a wide range of general cultural sub­
jects, several of which are listed here.
These courses have been prepared by our 
instructors to meet the special requirements of 
study at home. While all basic material essential 
to the full understanding of each subject is fully 
covered, sufficient elasticity is allowed to permit 
adaptation to the individual needs of each stu­
dent. Everyone who enrolls for a Columbia course 
is personally instructed by a member of the Uni­
versity teaching staff.
A bulletin showing a complete list of home 
study courses will be sent upon request. In ad­
dition to the general University courses this 
bulletin includes courses that cover complete 
high school and college preparatory training.
PARTIAL LIST OF
HOME STUDY 
COURSES
ACCOUNTING 
AGRICULTURE 
AMERICAN GOVERNMENT 
APPLIED GRAMMAR 
BANKING
BUSINESS ADMINISTRA- 
BUSINESS ENGLISH [TION 
BUSINESS LAW 
BUSINESS ORGANIZATION 
BUSINESS PSYCHOLOGY 
CHEMISTRY 
CHILD PSYCHOLOGY 
CLASSICS
CONTEMPORARY NOVEL 
CORPORATION FINANCE 
DRAFTING 
ECONOMICS
ENGLISH COMPOSITION 
ENGLISH LITERATURE 
ESSAY WRITING 
FIRE INSURANCE 
FOREMANSHIP
french
GEOMETRY
GERMAN
GRAMMAR
GREEK
HIGH SCHOOL COURSES 
HISTORY
INTERIOR DECORATION
INVESTMENTS
ITALIAN
JUVENILE STORY WRITING
LATIN
LIBRARY SERVICE 
LITERATURE 
MACHINE DESIGN 
MAGAZINE ARTICLE 
MARKETING [WRITING 
MATHEMATICS
MUSIC---HARMONYPERSONNEL ADMINISTRA-
PHILOSOPHY [TION
PHYSICS
PLAYWRITING
POETRY
PSYCHOLOGY
PUBLIC HEALTH
PUBLIC SPEAKING
REAL ESTATE
RELIGION
SECRETARIAL STUDIES 
SELLING
SHORT STORY WRITING
SOCIOLOGY
SPANISH
STENOGRAPHY
TYPEWRITING
WORLD LITERATURE, ETC.
Columbia University, Home Study Department, 15 Amsterdam Avenue, New York, N. Y. 
Please send me full information about Columbia University Home Study Courses. I am in­
terested in the following subjects: A ccount 6-33
Name_______ _ __________________________________Telephone Number
Street and Number--------------------------------------------------------City-----------
County_________________State______________ Occupation____________
WHEN ANSW ERING A D V ER TISEM EN TS MENTION TH E C E R T IF IE D  P U B L IC  ACCOUNTANT
Now...
A TYPEWRITER THAT 
OPERATES ENTIRELY FROM THE KEYBOARD
H e r e  is the most important contribu­
tion to typewriter operation in more 
than a decade . . .  a typewriter in which 
electricity saves the wasted energy and 
motion that make typing so tiring.
In this new typewriter the motor does 
all the heavy work— returning the car­
riage, spacing automatically to the next 
writing line, and shifting to capitals. 
The keyboard is standard. There is no 
new touch to learn. The lessening of 
fatigue results in increased production.
This new electric carriage typewriter
is guaranteed by Burroughs. It is 
backed by the same Burroughs service 
organization that for years has serviced 
electrically-operated Burroughs ma­
chines in offices throughout the world.
Write for free illustrated folder.
BURROUGHS ADDING MACHINE COMPANY, DETROIT, MICH.
B U R R O U G H S
T Y P E W R IT E R
WHEN ANSWERING ADVERTISEMENTS MENTION THE CERTIFIED PUBLIC ACCOUNTANT
 A T  A  T O U C H   
O F  THIS  KEY
THE MOTOR 
RETURNS THE 
CARRIAGE
T O  T HE  N E X T  
W R I T I N G  P O S I T I O N   
